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SUBIRGT Ontario’ Political Conty#eut gg Section 100b 


GENERAL 


a3. This—section~-aitows credits for, political contributions on 
Ontario commencing with fiscalkyéa¥s”ending after February 
Peg.) oe ner CONntributions eligible are those which are 
valid under The Election Finances Reform Act (1975) and 
the Vesedit is in the form of, a deduction in calculating 
taxable income. 


pet On Oy ae ch 


2. To be eligible contributions must be made to registered 
constituency associations, to registered parties, or to 
registered candidates at an election of a member, or 
members to serve in the Legislative Assembly of Ontario. 

p The contribution must be valid under The Election Finances 
Reform Act and claims for a deduction in respect of the 
contribution must be accompanied by an official receipt. 
Note that only: contributions to Ontarto parties and 
constituency associations or to candidates in an Ontarto 
election are eligible. Ontario does not allow credit for 
contributions in respect of federal elections or federal 
political parties. Credits from federal income tax under 
section 127(3) of the Income Tax Act (Canada) may be 
allowed for federal contributions by Revenue Canada, which 
does not allow credits for Ontario contributions. 


ELECTION FINANCES REFORM ACT. (1975) 


Senior Ganct aperson:, corporation,, or union, may 
Sono Lomi nmany years Up) COmo2, 000 Wo. a provincial. party. 
They may contribute up to $500 to any constituency 
aSscOCtawi On, MDUteLielG. COtal ‘contribubions to constituency 
associations of the same party may not exceed $2,000. 


4, During an election they are permitted to make additional 
COnLrADUtaOns, sup Lo .alnpacdataonal. $2,000 to. a provincial 
party. They may also contribute up to $500 to any 
candidate in the election, but their total contributions 
to candidates of the same party may not exceed $2,000. 


The following table sets out these limits: 


Maximum Contributions 


Atel of) LO 
Provincial Constituency Ae) 
Party Associations Candidates 
Fach To} cad Each Total 
Annually $2,000 $500 $2,000 NIL 
BxXtranouplnged 
campaign period $2,000 NIL $500 $2,000 


For further information concerning The Election Finances 
Reform Act, please contact: 


The Commission on Election Contributions 
and Expenses, 

Britannica House, 

151 Bloor Street West, 


SEnSE LOO, 
TLOLONEO; On cat to, 
M7A I1A2* 


Telephone: (416) 965-0455 


CREDIT ALLOWED 


ays 


Whereas the credit allowed to individuals for Ontario 
political contributions is calculated as a deduction from 
tax. up-to a maximum of S500) Monlascommentbucroneons 1,0 

or more), and corresponds to the equivalent deduction from 
federal tax for federal contributions, the deduction 
allowed to corporations for Ontario political contribweions 
is in the form of a deduction from income. When calculating 
taxable income the maximum contribution that can be claimed 
in a fiscal year is $4,000. This claim must be supported 
by properly completed official receipts issued under the 
authority granted by the Commission on Election 
Contributions and Expenses. 


Where the available taxable income is less than the amount 
of eligible political contributions, the balance of 
contributions in excess of the taxable income may not be 
used to create a loss. However, the unclaimed contributions 
may be carried forward and claimed in any future years in 
which there is sufficient taxable income. This carry for- 
ward is available only to corporations. 


ADDITIONAL CALCULATION WHEN INCOME ALLOCATED OUTSIDE ONTARIO 


fs 


Under section 103 corporations which have taxable income 
earned in Canada in jurisdictions other than Ontario make 
a deduction from the tax that they would otherwise pay 
which corresponds to the proportion of income earned in 
the other jurisdiction. Because of the application of 
this section, scorporacrons inthis situation would not 
obtain the full benefit of the deduction allowed for 

poli cCical coOneri butions wrEthout an additionalecalculation®: 
Subsection (3) (b) of section 100b describes an additional 
deduction that is made by such corporations to enable them 
Comobtaany the jul) Gbeneri tes. Thispadditionals.calculation 
MSE SHOWN in Part ji teot the illustration. 


ILLUSTRATION 


Oe 


The example which follows illustrates the calculation of 
tax payable by a corporation with the maximum contributions 
of $4,000 and an allocation of 40% of taxable income out- 
SidemOnLarilo.)) Compporations. with) no allocation of income 
outside Ontario would of course ignore the additional 
calculation under section 100b(3) (b). 


Barty { 


Taxable Income of the corporation $24,000 


DEDUCT: 


Electzon Contribution section «1L00b(3) 
Amount contributed (a) $4,000 
*Additional amount 


allowed by clause (b) 2,666 


6,666 
Taxable Income after deductions for election 
Contributions Shy oo4 
Tax thereon (section 102) at 123% SZ,0c0 
DEDEGCT: 
Al Locabions(Section, 10s) 
Allocation outside Ontario - 403% 
AOS7O tes (334 eo 6955 
Leet 65.0779 55 832 
Ontario Tax Payable Sale A 


IDewere Jtde 


*Calculation Of Addztional Amoune 
Allowed by the Formula 


Taxable Income outside Ontario 


=——404 OF 5247000 = S$ 9,600 
Taxable Income less that figure = 14,400 
Formula is: 

Amount Contributed) x*# Raxable Income soutside OntaGg1o 
Taxable Income minus Taxable Income outside Ontario 
a $9,600 
ES re ari $2 66h 
Paw Ur 
PrOot 
Taxable Income S24000 
BEpoe AblOocatvonsoursidesOntdmre 9,600 
Taxable Income allocated to Ontario 14,400 
LESS: Amount contributed 4,000 
Taxable Income Ontario $10,400 
Ontario Tax Payable 12% of $10,400 Sle as 
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SUBJECT: Depletion and Resource Al] em, 


GENERAL NR %, aoe 


be f a 


RY OS” 

Thes Ontario ;budget of April 19, 197% pfoposed that 
the federal income tax provisions be paralleled in respect of 
oil and gas income (including income from oil sands) but not 
for mining incomes. Part II (sections 201 to 209) was added 
to Ontario Regulation 350/73 to implement these changes. Reg- 
ULatvon, 14/7/73. was £1led on March 7, 19738. 


OIL AND GAS CORPORATIONS 
BARNED DEPLETION SYSTEM 
The federal depletion allowance was changed in May, 
” 1974 from the automatic depletion allowance to an earned deple- 
tion system of $1 for every $3 of eligible expenditures, up to 
a maximum of 25% of resource profits. Ontario has paralleled 


this system effective for the first taxation year of corpora- 
tions ending after April 19, 1977. 


DEDUCTION ALLOWED (REGULATION SECTION 208(a)) 
The deduction from income will be the lesser of: 
@® 25% of resource profits from oil and gas, and 


@® earned depletion base calculated for Ontario purposes. 


RESOURCE PROFITS FROM OTL AND GAS (REGULATION SECTION 207 (1)(g)) 


Generally, resource profits from oil and gas opera- 
tions include the following: 


@ proceeds from the sale of oil and gas resource property in 
Canada (after deducting any reserve allowed by section 18 for 
proceeds not received until a subsequent year), 

.@® income from oil and gas production in Canada, 


y @ rentals and royalties from oil and gas property, 


less 


@ losses from sources described in the first two items above, 


e Canadian exploration and development expenses. 


EARNED DEPLETION BASE (REGULATION SECTION 201(1)(d)) 


The earned depletion base is calculated at 33 1/33 of 
the following: 


e three times a portion of the federal base at the end of the 
last taxation year ending before April 20, 1977, determined 
by formula (see below), 


e Canadian exploration and development expenses incurred in oil 
and gas exploration during a taxation year ending after April 
DOF ml 9 Jie 


except 


e interest capitalized as Canadian exploration and development 
expenses, 


e cost of oil and gas resource property, 


e Canadian exploration and development expenses incurred 
aftervcominge i nrospLoduceron, 


e share of any Canadian exploration and development expenses 
from an association, partnership or syndicate, which would 
not otherwise be included, ¢ 


@ Canadian exploration and development expenses renounced by 
a joint exploration corporation in favour of another corpora- 
tion; 


e Canadian exploration and development expenses incurred in 
exchange for shares, 


e Class 10 and Class 28 assets that relate to oil and gas and 
also qualify for federal depletion purposes, 


less 


@e previous years' depletion allowances claimed for Ontario 
purposes 


@e 33 1/3% of capitalized interest in respect of Class 10 or 
Class 28 assets included in the base. 


FORMULA (REGULATION SECTION 201(2)) 
The formula for the portion of the federal base is: 


federal earned depletion X expenditures after November 7, 
base 1969 that would have qualified § 
for Ontario purposes (as above) 
all expenditures after November 
7, 1969 that oualitisedeeor 
federal purposes 


LG Fo 


PRORATION 


Proration is required for the taxation year that in- 
cludes April 19, 1977. This is done by calculating the deple- 
tion allowance firstly under the new provisions (earned deple- 
tion) and secondly under the old provisions (automatic deple- 
tion) as they stood before this regulation was filed. The 
amount arrived at in the first calculation is reduced in the 
proportion that the number of days after April 19, 1977 bears 
to the total number of days in that taxation year. The amount 
arrived at in the second calculation is reduced in the propor- 
tion that the number of days before April 20, 1977 bears to 
the total number of days. The depletion allowance for the tax- 
ation year is the sum of the two reduced amounts. 


RESOURCE ALLOWANCE (REGULATION SECTION 209) 


In June, 1975 the federal government introduced a 
resource allowance of 25% of resource profits which can be 
claimed by any resource company with income from oil or gas or 
mining. Ontario has paralleled this resource allowance with 
respect to resource profits from oil and gas operations only, 
with the same adjustments as for federal purposes; i.e. the 
computation of resource profits is to exclude 


@ proceeds from the sale of Canadian oil or gas resource prop- 
Cia 


e Canadian exploration and development expenses, and 
@® interest deducted in arriving at resource profits. 


EieEOntarloOs prov re onacame 1nto;torce OnvApriie20, 977% 


PRORATION 


Proration is required for the taxation year that 
StraddLessAprila L9,e 197). etne amount deductrble will be that 
proportion of the resource allowance that the number of days 
after April 19, 1977 bears to the total number of days in that 
taxation year. 


FRONTIER OIL AWD GAS EXPLORATION (REGULATION SECTION 207) 


The Budget also proposed that the additional deple- 
tion allowance for frontier oil and gas exploration which was 
introduced in the federal Budget of March 31, 1977 should be 
paralleled. 


A corporation participating in oil and gas explora- 
tion may deduct each year from its income from any source up 
to 66 2/3% of its share of the costs that are in excess of $5 
million incurred in drilling an oil or gas well. This addi- 
tional allowance applies only to costs incurred between March 
Selo 7 / pangs Apel el o5Ur 


The undeducted balance of the costs can be carried 
forward to subsequent taxation years. The provision applies 
to all taxation years ending after April 19, 1977. 


= ie 


MINING CORPORATIONS 


GENERAL 

Corporations with income from mining production or 
processing, or from rentals and royalties based on such produc- 
tion, can still claim an automatic depletion allowance. They 


cannot claim the earned depletion allowances or the resource 
allowances which are available only to oil and gas corporations. 


AUTOMATIC DEPLETION SYSTEM (REGULATION SECTION 208(D)) 


The deduction from income will be 33 1/3% of resource 
profits from mining operations. 


RESOURCE PROFITS FROM MINING OPERATIONS (REGULATION SECTION 
2 OF Gi) 


Generally, resource profits from mining operations 
include the following: 


® proceeds from the sale of mining resource property, 
® income from mining production, 
@® income from processing ores up to the prime metal stage, 
@® rentals and royalties related to mining, 
less 
® losses from sources described in the last three items above, 


® Canadian exploration and development expenses deducted from 
income. 
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SUBJECT: Capital Tax - General Information, Special Cases 
GENERAL INFORMATION 
INTRODUCTION 
This bulletin is one of five on the subject of Cap- 
ii ieel are bi Ve DUP Lecins COVeme ne wro! lowing) aspects sof 
this subject: > oN 
- se? ée ‘ 4 
@® Number L-7 - General Information, AQ 
7 Ny 
® Number L-8 - Inclusions in Paid-up Capita, 2 TY/Y ae 
Gon an a 
® Number L-9 - Inclusions in Paid-up Capital entinued)\\ oe 
it f a eee 
; @ Number L-10 - Goodwill Allowance, Deferred Mining “EXploration 
i and Development Expenses, Investment Allowance 


® Number L-1ll 


Numerical Example 


These bulletins supersede the one distributed in 
November, 1974. They are being issued to assist corporations 
invwcadlcula ting ethe Gapitalilaxgpayablemunder Party TTP sof ‘The 
COrporatronse 1 axenct) | 92". 


WHO PAYS 


Every corporation (including a non-share capital cor- 
poration for taxation years ending after December 7, 1977) 
which is subject to Ontario corporation income tax must also 
pay an annual capital tax on the use of capital in Ontario. 
Even though a corporation does not have to pay income tax for 
any particular year because of losses incurred, it must still 
Dayncan cid leeds. 


RATES 


If sconporation'ssataxable paid-— GapitalstaxesS 


up capital in| Ontario is: 


Over $100,000 
Over $50,000 and up to $100,000 
$50,000 or less 


S/O otis yor tota lyamount 
fixed amount of $100 


fixed amount of $50 


* 
\ 
MINIMUM 
The minimum annual capital tax is $50. 
SHORT TAXATION YEARS ( 
Some corporations with short taxation years (less than 
365 days) are allowed to prorate the capital tax in proportion 
to the number of days in that year, but they must pay a minimum 
of $50; “Proration is’ available only = to those coroorationsmeuac 
otherwise would pay $100 or more in capital tax. 
Proration is allowed for all taxation years that are 
less than 365 days except those that do not end on the same date 
each year but have been accepted as full taxation years for 
assessment purposes. An example of such an exception is a cor- 
poration that may end its taxation year on December 28, or 29, 
or 30, or 31, varying from year to year, depending on its own 
business circumstances and preferences regarding the physical 
stock-taking of its inventory. 
SPECIAL CASES 
BANKS a DECL TONG Me Clee mele er) ote Ite ie, ee Ont ae 
The taxable paid-up capital of a bank includes: 
@ paid-up capitals stock, 
Serese account, 
® all reserves except those allowed as a deduction from income 
in computing taxable income, 
® undivided profits. 
The deductions from paid-up capital for goodwill, dis- 
counts on shares and investments do not apply to banks. 
The capital tax rate for banks is 3/5 of 1% effective 
for taxation years ending after April 19, 1977. 
LOAN AND TRUST. CORPORATIONGy — (GEGEIGNS.. 126 (ae 2s 2G) eee Clee 
Lda (62) 
The taxable paid-up capital of a corporation registered 
under The Loan and Trust Corporations Act includes: 
® paid-up capital stock, 
® earned, capital and any other surplus, 
® all reserves except those allowed as a deduction from income ( 


in computing taxable income. 


The deductions from paid-up capital for goodwill, dis- 
counts on shares and investments do not apply to loan and trust 
corporations. 


The capital tax rate for loan and trust corporations 
is 3/5 of 1% effective for taxation years ending after March 7, 
ie 


PARTNERSHIPS 


Corporations that have entered into a partnership or 
joint venture agreement must forward the complete partnership 
Or jOint venture financial statements. Each corporate partner 
must include in the computation of paid-up capital, its share 
of those liabilities of the partnership or joint venture that 
would otherwise be included in the paid-up capital of the cor- 
poration. For example, a mortgage liability of the partnership 
would normally be attributed to each partner in proportion to 
CneeCapt tals di stributloneratlOmOmecie. partnership. 


The proportionate share of the liabilities of the 
partnership or joint venture to be included are drawn from the 
partnership's or joint venture's balance sheet at the date 
closest to the fiscal year end of the corporate partner. 


NON-KESTOENT CORPORATIONS -—wSECTION, «1.25, 012859128, 150 


Special rules are provided for the computation of the 
Paid-up Capital Employed in Canada by corporations that are in- 
corporated outside Canada. 


Paid-up Capital Employed in Canada will be the greater 
Ohi es 


(a) the taxable income earned in Canada (calculated on a Branch 
basis) capitalized at 8% 


or 
(b) the amount due to the head office of the corporation ("home 
office" account) as at the taxation year end plus all other 
indebtedness that would normally be included in paid-up cap- 
ital by a resident corporation (e.g. mortgages, advances 
From OLHeEscorvoralilons., Ctc.a)s 


Non-resident corporations are not required to pay cap- 
ital tax if they are liable for Ontario income tax only in re- 
spect of the disposition of taxable Canadian property that was 
property situated in Ontario as prescribed by regulation (sec- 
C1Ons 541). 


Where a non-resident corporation carries on its busi- 
ness entirely in Canada, its Taxable Paid-up Capital Employed in 
Canada is Calculated as though it were a corporation resident in 
Canada. The provisions applicable to non-residents, as described 


above, do not apply. 


CREDIT UNIONS, FAMILY FARM CORPORATIONS, MORTGAGE INVESTMENT 
CORPORATIONS - SECTION 135(2) 


These corporations are subject to an annual capital 
tax 1Olus DUeOn Lye 


CERTATN CORPORATIONS EXEMPT FROM INCOME TAX - SECTION 136(1) 


Certain corporations which are exempt from income tax 
were subject to a reduced capital tax of $5 annually. This re- 
duced tax was repealed effective for taxation years ending after 
December 7, 1977 and these corporations no longer have to file 
annual CT23 returns. 


Examples of exempt corporations are: 


crown corporations (unless prescribed), boards of trade, chambers 
of commerce, registered charities, non-profit corporations, lim- 
ited-dividend housing corporations, labour organizations. 


ONS, INVESTMENT CORPORATIONS, NON-RE 
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There are no special rules governing the computation of 
Capital tax; therefore, these corporations are treated as ordinary 
corporations for capital tax purposes. 


Les bulletins sont disponibles en frangais sur demande a la Direction de l’impét sur les corporations, 
Ministére du Revenu, Queen’s Park, Toronto, Ontario M7A 1Y1 Téléphone: 965-1160 
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Les bulletins sont disponibles en francais sur demande a la Direction de l’impdt sur les corporations, 


Ministére du Revenu, Queen’s Park, Toronto, Ontario M7A 1Y1 Téléphone: 965-1160 
SUBJECT: Capital Tax - General Information, Special Cases 
GENERAL INFORMATION ™e 
INTRODUCTION < WEPOA WY C, 
Ys, ‘ a 95 Hl ~~ 


Bulletins L-7 to L-11l containing guidelines’ regarding 
the computation of Ontario Capital Taxswere published on Janu- 
ary 22, 1979. Changes have become necesSaryQasea result of the 
Ontario Budget of April 22)" 1980 %and "an up*=dating of Branch 
policy. Bulletins L-7 to L-10 have therefore been revised as 
Bulletins L-7R to L-10R. Bulletin L-1ll has not been revised 
since it was felt that a numerical example showing the completed 
capital tax portion of the CT23 return for any one year could be 
used aS a general guideline in completing subsequent years re- 
EUrns taking Antoraccount, of “course, ‘current ‘legislation and 
Branch policy. 


The five bulletins cover the following aspects of cap- 
“eck, tae wiey 


e Number L-7R - General Information, Special Cases 
e Number L-8R - Inclusions in Paid-up Capital 
e Number L-9R - Inclusions in Paid-up Capital (continued) 


Goodwill Allowance, Deferred Mining Exploration 
and Development Expenses, Investment Allowance 


e Number L-10R 


e Number L-ll - Numerical Example 


These bulletins are being issued to assist corporations 
in calculating the capital tax payable under Part III of The 
COnpOLaALCLONGeLAX SACL melo. 


WHO PAYS 


Generally, every corporation (including a non-share 
capital corporation for taxation years ending after December 7, 
1977) which is subyect to Ontario corporation income tax must 
also pay an annual capital tax on the use of capital in Ontario. 
Even though a corporation does not have to pay income tax for 
any particular year because of losses incurred or other reasons 
reducing taxable income or income tax payable to NIL, Be St 
still pay capital tax. Corporations which are exempt from cap- 
ital tax are: insurance corporations; small business development 


corporations; and certain non-profit corporations which are also 
exempt from income tax. 


RATES 


Effective for taxation years ending after April 22, 
1980, the following reduced rates apply to small businesses. 


Corporations with pay the and the tax other- 
taxable paid-up lesser of: wise payable of: 
capital (before 

allocacion)mot..: 


over $100,000 up $100 up tonos 000 
tO, and™@aineindang 
S17 .0:0.0;77,0:0 0 


over $1,000,000 3/20. One leo f UD geome sy 000 
EOuS L200 70.00 taxable paid- 
up capi cal 


minus 


Hc iarey Retes A Goh ae 
million less 
taxable paid- 
up Capital) 


Corporations with taxable paid-up capital (before allo- 
cation) over $1,200,000 will continue to payvat themrate: oma, oo 
OF. Fa. 


MINIMUM 


The minimum annual capital tax for non-exempt corpor- 
ations is $50. 


SHORT MAXATION YEARS 


Some corporations with short taxation years (less than 
365 days) are allowed to prorate the capital tax in proportion 
to the number of days an that year, but they must eoay. a minamum 
of $50. Proration is available only to those corporations that 
otherwise would pay $100 or more in capital tax. 


Proration is allowed for all taxation years that are 
less than 365 days except those that do not end on the same date 
each year but have been accepted as full taxation years for 
assessment purposes. An example of such an exception is a cor- 
poration that may end its taxation year on December 28, or 29, 
or 30, or 31, varying, from year to year, depending: ongitseown 
business circumstances and preferences regarding the physical 
stock-taking of its inventory. 


Corporations in existence for their full taxation year 
which maintain an Ontario permanent establishment for only a por- 
tion Of that year are noe eligible for proration. 


Dh ee oe 


SPECIAL CASES 
DAN ota tO NOD LONG mie oder. 1 2 eed) Metol Ce)... oat 2) 
The taxable paid-up capital of a chartered bank includes: 
@® paid-up capital stock, 
@ rest account, 


e all reserves except those allowed as a deduction from income in 
computing taxable income, 


@e undivided profits. 


The deductions from paid-up capital for goodwill, dis- 
counts on shares and investments do not apply to banks. 


The capital tax rate for banks is 4/5 of 1% effective 
HOG baxaGtonycarcssendingwatrter April 10,7 1979. 


ROAM AND Taio CORPORATIONS — SECTIONS! 126(5), 127 (2a), 131(2) 
1$2(2) 


The taxable paid-up capital of a corporation registered 
under The Loan and Trust Corporations Act includes: 


@ paid-up capital stock, 
@e earned, capital and any other surplus, 


e all reserves except those allowed as a deduction from income in 
computing taxable income. 


The deductions from paid-up capital for goodwill, dis- 
counts on shares and investments do not apply to loan and trust 
COLperacions. 


hes Capita td eld vem Olm=lLOanmanGeteLusctCOnrDOLalLions 1S 
3/5 of 1% effective for taxation years ending after March 7, 1978. 


PARTNERSHIPS - SECTION 126(4) 


Corporations that have entered into a partnership or 
joint venture agreement must enclose the complete partnership or 
Joint venture fanancrale@statements with their taxereturns. Each 
corporate partner must include in the computation of paid-up cap- 
ital,  1tsesharevor thosesltabilitvessvor thespartnership or joint 
venture that would otherwise be included in the paid-up capital 
of the corporation. For example, a mortgage liability of the 
partnership would normally be attributed to each partner in pro- 
pOLtCIOne LO ChesprObiroshating tat! Osorsecachmpantnemei ne the spart— 
nership. 


Paid-up capital is measured at the close of the taxation 
year of the taxpayor corporation, When the fiscal year of the 
partnership does not coinctde with the taxation year of the cor- 
porate partner there may be a hardship in obtaining a partnership 
balance sheet at the close of the corporate partner's taxation 


year. In order to facilitate filing, the Branchews Ul@accepigc. = 
partnership*s financial statements at the idatetclosces at em uire 
taxation year end of the corporate partner for newly formed part- 
nerships and joint ventures. “For example, @a paniners i) eae e ae 
year may run from April 1, 1979 to March Gl 1os0ewhereacwene 
corporate partner's taxation year may) endsons Decemberes ae wer 
Although the Branch would prefer a partnership balance sheet as 
at December 31, 1979, where this is not available, the partner- 
ship balance sheet as at March 31, 1980 would be acceptable for 
Capital tax purposes, only. 


Partnerships which have been in existence for some time 
need not change past filing practices as long as consistency in 
reporting is followed each year. In the example noted above, the 
corporate partner may file the partnership's balance sheet as at 
March 31, 1979 for purposes of calculating Capiea le ca cig 
taxation year ended December 31, 1979 providing such practice has 
been consistently applied in prior years. If any material changes 
arise, the Branch may insist on partnership accounts as at Decem- 
ber 31, 1979 or failing this, a partnership balance = sheetwaseac 
the date closest to the corporate partner's taxation year; i.e. 
Maerches 2-9 Ss0r 


Limited partnerships - For details regarding capital tax 
computations for limited partnerships, including a numerical exam- 
ple, reference should be made to Interpretation Bulletin Number 
L-12 -rssued October 5 aa 0797 


NON-RESIDENT CORPORATIONS = SECTION(1 25,220, Wiad, Bolen aoan 


Special rules are provided for the computation of the 
Paid-up Capital Employed in Canada by corporations that are in- 
corporated outside Canada. 


Paid-up Capital Employed in Canada is) the, greater orc: 


(a) the taxable income earned in Canada (calculated on a Branch 
basis) capitalized at 8% 


(ong 


(b) the amount due to the head office of the corporation ("home 
office" account) as at the taxation year end plus all other 
indebtedness that would normally be included in paid-up cap- 
ital by a resident corporation (e.g. mortgages payable, ad- 
VanCes EromeOLNCrECcoOLcDOLoG ONG ase LCnnn. 


Effective for taxation years ending after April 22, 
1980, non-resident corporations may qualify for the flat $50 or 
$100 capital tax or a reduced tax based on the notch provision 
which is payable by resident corporations under section 133a, 
where the world taxable paid-up capital does not exceed $1,200,000. 


Non-resident corporations qualifying for this low rate 
of capital tax under section 133a(3) are not subject to the cap- 
ital tax calculated under the special rules above. In determin- 
ing whether taxable paid-up capital exceeds Sly, 200,000 sword 
paid-up capital must be used in place of the Canadian branch paid- 


up ‘Capaica lf. 


Non-resident corporations are not required to pay cap- 
ital tax if they are liable for Ontario income tax only in re- 
spect of the disposition of taxable Canadian property situated 
in Ontario as prescribed by regulation 717 (section 134). 


Where a non-resident corporation carries on its business 
entirely in Canada, its Taxable Paid-up Capital Employed in Canada 
is calculated as though it were a corporation resident in Canada. 
The provisions applicable to non-residents, as described above, do 
noteapply. 


For a summary of Ontario Corporations Tax for Non-Resi- 
dents refer to Interpretation Bulletin Number L-13R. 


CREDIT UNIONS, FAMILY FARM CORPORATIONS, FAMILY FISHING CORPORA- 
TIONS, MORTGAGE INVESTMENT CORPORATIONS - SECTION 185(2) 


These..corporationsvare subjiectytomsan annuals capi taiwmca 
Of 5 OROnive 


For details regarding Family Farm Corporations and Family 
Fishing Corporations reference should be made to Interpretation 
Bulletin Number L-14 issued May 12, 1980. 


CONDOMINIUMS AND CO-OPERATIVE HOUSING CORPORATIONS 


Condominium and co-operative housing corporations which 
are exempt from income tax are also exempt from capital tax. 


For further details reference should be made to the 
special Information Bulletin on Condominium and Co-operative 
Housing Corporations issued in April, 1980. 


CERTAIN CORPORATIONS EXEMPT FROM INCOME TAX - SECTION 135(1) 


Certain corporations which are exempt from income tax 
were subject to a reduced capital tax of $5 annually. fThis re- 
duced tax was repealed effective for taxation years ending after 
December 7, 1977 and these corporations no longer have to file 
annual CT23 returns. 


Examples of exempt corporations are: 


crown corporations (unless prescribed), boards of trade, chambers 
of commerce, registered charities, non-profit corporations, lim- 
ited-dividend housing corporations, labour organizations. 


MUTUAL FUND CORPORATIONS, INVESTMENT CORPORATIONS, NON-RESIDENT- 
OWNED INVESTMENT CORPORATIONS, FOREIGN BUSINESS CORPORATIONS, 
CO-OPERATIVE CORPORATIONS 


There are no special rules governing the computation of 
capital tax; therefore, these corporations are treated as ordinary 
corporations for capital tax purposes. 
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SUBUnCTs) Capital Taxy— Inclusions in Padd-up Capital, 
a, 


GENERAL DEPOSTEORY LIBRARY MATERIAL 5. 


Paid-up capital as used for capittal tax purposes is a 
wider concept than just the paid-up capital stock or share cap- 
fea ileorea cOLpOLationssec out wins thesarticles Of incorporation, 
letters patent or charter. In order that taxpayers may have a 
better understanding of this concept, examples of the various 
items that comprise paid-up capital are shown below. 


For convenience, the items in the examples are dealt 
Wichita Similar orderm tourtem 6 of the CT23 tax return: The 
examples are continued in Bulletin Number L-9R. 


PATD=UP)CAPTTAL STOCK 


This is the dollar amount of the issued share capital, 
d as shown on a corporation's audited balance sheet prepared for 
the shareholders. It includes the value given to all types of 
issued shares; common shares, preferred shares and special cat- 
egory shares. 


The following amounts must be included: 


e the grossed-up value of shares issued for intangibles such as 
goodwill, 


@ premiums received from shareholders on the issue of shares. 
The following amounts may be excluded: 


e subscriptions receivable from shareholders on shares issued 
TOmtNemeDUGenOtEcu Ly EpaldeLor, 


e discounts allowed to shareholders on the issue of shares. 


EARNED SURPLUS 


The earned surplus, or retained earnings, of a corpor- 
ation represents the accumulated annual profits, capital and 
other gains, and all other items of income that are available 

> for distribution to the shareholders as dividends. A deficit 
(negative earned surplus) may be deducted from paid-up capital. 


The following amounts may be excluded from paid-up 
Capita. 


e current income taxes paid or payable to all jJurisdtetionus, 


e dividends paid or payable to shareholders of all classesjac: 
they are paid within a year from the fiscal year-end. 


CAPITAL, APPRAISAL OR OTHER SURPLUSES 


Some of the most common surpluses in this category 
arise from: 


@® non-taxable portion of capital gains, 

e contributions of assets to the company, 

@ appraisals of assets, 

@ earned but unappropriated profits of subsidiaries, 
@® revaluation of investments in excess of cost, 


@® government grants or ulerstennsclonss loans, regardless of how ee 
are shown on the company's books or balance sheet. 


LOANS AND ADVANCES FROM OTHER CORPORATIONS 


This includes both sums loaned and credits advanced to 
the corporation by any other corporation, whether secured or not. 


Examples of the type of liabilities falling under this 
category are: 


@ loans of cash from any other corporation, 
e loans of cash from banks, trust, finance jor Peanecorporarionce 


@® amounts owing to other corporations even if cash was not ad- 
vanced; e.g. amounts owing to a corporation for the purchase 
of its assets or shares, 


e long-term credits provided by a related corporation for the 
purchase of inventories from the related corporation. 


For taxation years ending on or after December 8, 1977, 
unsecured loans or advances from a corporation without share cCap- 
ital are included. Bill 88/77 changed the definition of corpor- 
ation to parallel the federal definition which includes corpor- 
ations without share capital. For taxation years ending before 
December 8, 1977, the definition of corporation included only 
those corporations that had share capital. For these taxation 
years, unsecured loans or advances from a corporation without 
share capital are not included in paid-up capital. 


Obligations of the same nature due to, and from, the 
same company may be netted if that company is an associate OLE Oss 
affiliated to the taxpayer corporation. For example, a subsid- 
iary corporation may owe its parent corporation $1,000,000 which 


had been advanced to the subsidiary as a loan to cover capital 
acquisitions over the next 12 months. At the same time, the 
subsidiary may have advanced monies to its parent company in 
the form of a small loan of $290,000 as a temporary measure to 
Overcome a cash shortage. These loans may be netted and only 
$800,000 included in the subsidiary"s paid-up capital. 


Generally, ordinary trade accounts payable to other 
corporations for the purchase of goods or services are not in- 
cluded. 


Trade accounts payable to related corporations are 
not included if they are payable within the normal terms of 
trade. The normal terms of trade are those generally used in 
the industry to which the corporation belongs and may vary (e.g. 
30, 60 or 90 days) for different industries. Where such accounts 
have been outstanding beyond the terms of trade granted by the 
supplier to its ordinary trade customers or for more than 120 
days prior to balance sheet date, whichever is the shorter, they 
will always be considered advances and are to be included in 
paid-up capital. 


Similarly trade accounts receivable from related com- 
panies outstanding beyond normal terms of trade or 120 days, 
whichever is shorter, are allowed as investments for investment 


allowance purposes. 


LOANS AND ADVANCES FROM SHAREHOLDERS 


These include both cash advances and credits made avail- 
able by shareholders either directly or indirectly or by any per- 
son related to a shareholder. For example, cash may be advanced 
to a corporation directly by a shareholder or indirectly by him 
through the use of trust funds which he administers on behalf of 
his family. Persons related to a shareholder are those who do 
not deal at arm's length with the shareholder; for example, a 
spouse or child. 


Loans and advances to shareholders may only be netted 
from these liabtlities where such amounts are due to and receiv- 
able from the same shareholder. 


BANK LOANS AND OVERDRAFTS AND BANKERS! ACCEPTANCES 


All loans from banks must be included in paid-up cap- 
ital. Generally, bank overdrafts are not considered to be bank 
loans. However, the portion of bank overdrafts in excess of the 
amount required to meet outstanding cheques is considered to be 
a bank loan and included in paid-up capital. 


Bankers' acceptances issued to a supplier for the pur- 
chase of inventory for its normal terms of trade are generally 
treated as trade accounts payable and, therefore, are not included 
in the issuer's paid-up capital. For this reason, creditors 
holding these bankers' acceptances cannot claim them as invest- 
ments for investment allowance purposes, 


Bankers’ acceptances used as a means of obtaining short— 
term financing are treated as loans payable and must be included 


tee hie oa 


in paid-up capital if issued to other corporations. Accordingly, 
creditors holding these bankers" acceptances can claim them as 
investments for investment allowance purposes. 


Where the amount is outstanding beyond the term of the 
acceptance it must be included in the issuer's paid-up capital 
ona bank loan. 


LIEN NOTES PAYABLE 


The full amounts of lien notes are included in paid-up 
Capital by all corporations. Lien notes represent debt obliga- 
tions which are secured by a corporation's property. Examples 
are: 


@ lien notes payable to acquire fixed assets such as machinery 
and equipment, 


@ lien notes payable by automobile dealers to acquire inventor- 
ies of new automobiles. 


Some corporations will disclose lien notes payable on 
the balance sheet under both current liabilities and long-term 
liabilities; the current portion payable within 12 months and 
the deferred portion payable after 12 months. Both of these 
amounts must be included in paid-up capital. 


CAPITALIZATION OF LEASES 


LESSEES 


The CICA Handbook published by the Canadian Institute 
of Chartered Accountants recommends that for accounting purposes 
certain leased assets be treated as a purchase (capital lease) 
rather than as a rental and that "the lessee should account for 
a capital lease as an asset and an obligation". However, for 
income tax purposes, the Branch will treat leased assets as a 
purchase only in cases 'where the lease is considered to be a 
sale/purchase transaction as outlined in Revenue Canada Bulletin 
IT-233 and the lessee is permitted to claim capital cost allow- 
ance on the asset. 


If a corporation has capitalized leases in its books 
as recommended by the CICA but is not entitled to claim capital 
cost allowance, the "obligations under capital leases" should 
not be included in paid-up capital for capital tax purposes. 
Also, “assets on capital leases" should be removed from net book 
value of depreciable assets before making the adjustments to 
Bald=-psicapitalsand total assets, to arrive at. the difference be- 
tween net book value (NBV) and undepreciated capital cost (UCC). 


Where the actual cumulative lease payments deducted 
for income tax purposes are less than the corresponding cumula- 
tive amounts (depreciation and interest) expensed for financial 
statement purposes, the resultant difference is a "reserve under 
section 126(1)(c). Such a reserve must be added in the calcula- 
tion of paid-up capital. Similarly, where tax deductions exceed 
book deductions, the Branch, by concession, allows the difference 


to be deducted from paid-up capital. This cumulative difference 
at any year-end can be ascertained readily by a comparison of 
the "assets" and "obligations" shown on the balance sheet. 


Where "obligations under capital leases" exceed "assets 
on capital leases", the difference represents amounts deducted 
for book purposes which are not allowed for income tax purposes 
and should be added to paid-up Capital and’ total assets =.) Con-— 
versely, where "assets" exceed "Obligations" the difference should 
be deducted from paid-up capital and total assets. 


In cases where the lease transaction is tantamount to a 
purchase and is treated as a purchase for income tax purposes (for 
guidelines, see Revenue Canada Interpretation Bulletin IT-233) 
"obligations under capital leases" should be included in paid-up 
capital and "assets on capital leases" should be treated in the 
same manner as other assets owned by the taxpayer. 


TOTAL ASSETS FOR INVESTMENT ALLOWANCE PURPOSES 


Where a lessee corporation has included in assets, amounts 
representing "assets on capital leases", such amounts must be de- 
ducted from total assets to arrive at the figure to be used as 
"total assets for investment allowance purposes". 


LESSORS 


The CICA Handbook release also contains recommendations 
regarding the accounting treatment of leased assets which are cap- 
ital leases to the lessee. "Investments" in such leases by lessors 
do not qualify for investment allowance for Capital tax purposes. 


Lien notes financing assets leased to customers should 
be, included@inypaid—upscapitale 


Where the lease is not treated as a sale/purchase trans- 
action for income tax purposes according to the guidelines in federal 
IT-233, leased assets must be considered in computing the NBV/UCC 
difference adjustment to paid-up capital along with the lessor's 
Other, depreciable assets. ~For this purpose smthe met book maiue 
of leased assets would be the lessor's net investment in the lease 
(total lease payments receivable less unearned income). 


TOTAL ASSETS FOR INVESTMENT ALLOWANCE PURPOSES 


Leasing companies which do not show leased equipment on 
the balances sheer, have stomadgust  themutotalmasset st etorecan tral 
tax purposes when claiming an investment allowance. The adjust- 
ment to be made represents the difference between NBV of leased 
assets and the sum of lease contracts receivable and residual val- 
uation. This difference is generally equal to the "unearned in- 
come" shown on the balance sheet. 


Therefore, when calculating total assets for investment 
allowance purposes for leasing companies that do not show leasing 
equipment, total assets per balance sheet must be reduced by the 
amount of the unearned income. 
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In addition to the items described in-Buldétin Number 
L-8, item 6 of the CT23 tax return lists Certain~Oother items 
that must be taken into consideration in comptiting paid-up cap- 
ital for capital tax purposes. These are discussed below. 


BONDS, DEBENTURES AND MORTGAGES PAYABLE 


Amounts owing to either corporations or individuals 
are included in paid-up capital if these amounts are secured by 
any property owned by the corporation. 


Some of the most common forms of secured liabilities 


) ares 


e bonds, 

e bond mortgages, 

e debentures, 

@e income bonds, 

@ income debentures, 
@e mortgages. 


The above debt instruments usually provide for secur- 
ity in the event of default of payment. The security may take 
anyeronumincludingsa Chargesagainst a! specific: asset,of thexcor= 
poration; e.g. machinery, or a floating charge against all of 
the assets; e.g. inventories, receivables, fixed assets, invest- 
ments. Property may include intangibles such as patent rights 
as well as tangibles such as machinery and equipment. 


In certain cases, a corporation may issue the debt in- 
struments listed above without pledging any of its property as 
security. These unsecured amounts are also included in paid-up 
| capital if they are owing to another corporation (see Loans and 
9 Advances in Bulletin Number L-8). Amounts owing to individuals 
(other than shareholders) are included in paid-up capital only 
when secured by the corporation's property. 


The following amounts may be deducted from paid-up 
Capital if the debt obligation or surplus has not already been 
reduced by these amounts. 


® Unamortized portion of bond discount. The discount is the 
amount by which the face value of the bond exceeds the issue 
prices “Any portion of the discountswhicheias not lalresdy 
been deducted from surplus may be deducted. 


Premiums on redemption and related expenses. This represents 
premiums payable by the corporation in excess of the face 
value of bonds when the bonds are redeemed. If a corporation 
has added premiums to the face value of bonds on its balance 
sheet, these premiums should first be deducted before bringing 
the bonds into paid-up capital. 


Mortgage advances receivable. This represents amounts not yet 
paid over or credited to the corporation by the mortgagee, if 
the full amount of the mortgage payable is shown on the balance 
sheet. 


DEFERRED INCOME TAX RESERVES 


These reserves represent an appropriation of profits 
that is not allowed as a deduction from income and is, therefore, 
included in paid-up capital? ~lfe the accounteissins Ochi serie 
amount may be deducted from paid-up capital. By concession, pro- 
visions for income taxes payable for the current year are not in- 
cluded in paid-up capital. 


CONTINGENT, INVESTMENT, INVENTORY AND SIMILAR RESERVES 


These represent appropriations of profits that are not 
allowed as deductions from income for tax purposes and are, 
therefore, included in paid-up capital. 


SPECIAL RESERVE, IF BOOKED 


Deferred profit reserves or reserves for long-term re- 
ceivables which have been deducted from income under section 20 
(1) (n) of the Income Tax Act (Canada) are included in paid-up 
capital if the amounts are also booked. 


OTHER RESERVES 


Any reserve which is not allowed as a deduction from 
income in computing taxable income must be included in paid-up 
capital. Examples are: contingent, investment and inventory 
reserves. 


Often reserves are claimed by corporations in their 
books of account that differ in amount from the reserves allowed 
for income tax purposes. In these cases, paid-up capital must 
be either increased or decreased by the difference. For example, 
a corporation may book a depreciation reserve of $1,000,000 
whereas capital cost allowance for income tax purposes may amount 
to only $900,000. The difference of $100,000 must be added to 


paid-up capital in determining capital tax payable. The same 
$100,000 must also be added to total assets in computing in- 
vestment allowance. 


Conversely, where the capital cost allowance exceeds 
the deprectation booked, the difference is deducted from paid- 
up Capital. For example, capital cost allowance may amount to 
$1,000,000 whereas only $800,000 has been booked as deprecia- 
tion. The difference of $200,000 is deducted from paid-up cap- 
ital, and from total assets in computing investment allowance. 


The above adjustments must be made on a cumulative 
annual basis to reflect the accumulated differences between de- 
preciation booked and capital cost allowance claimed. As a 
short-cut to determine the accumulated differences, corporations 
may take the difference between the undepreciated capital cost 
(USG (Co )Mmor Lixed assets sand their net book value (NZB.V.). In 
so doing, however, extraneous items that may distort a proper 
comparison must first be removed. For example, land (non-depre- 
Ciable) and appraisals of fixed assets must be deducted from 
Nabe OSL OLre, COMparing LNe N.B.V. with U.C.C. 


Examples of reserves that may require an adjustment to 
paid-up capital are: 


Beco cem co erOoredepreciation, 
® iceserve:tor- doubtful. debts, 


® reserve for goods and services not yet delivered or rendered, 


® reserve for rentals paid in advance. 


AMOUNTS DEDUCTED IN COMPUTING INCOME TAX THAT DIFFER FROM AMOUNTS 
BOOKED 


A number of other items which are not really reserves are 
treated similarly to the above reserves for capital tax purposes. 


Where the amount deducted from profits or surplus in 
the financial statements is greater than the amount deducted 
from income in computing income tax, the difference must be 
added to paid-up capital. Conversely, where the amount deducted 
from income in computing income tax is greater than the amount 
booked, the difference is deducted from paid-up capital. 

Examples of these are: 
® exploration and development expenses of resource corporations, 


® scientific research and development expenses, 


® carrying costs of undeveloped land (deducted for Ontario income 
tax purposes), 


@® write-off of cumulative eligible capital (goodwill). 


Tf the item is carried as an asset on the balance 
sheet, total assets used in computing investment allowance must 
be increased (or decreased) by the same amount that is added to 
(or deducted from) paid-up capital. For example, scientific re-= 
search expenditures of $1,000,000 may be treated by a corpora- 
tion as follows: 


(i) $300,000 written off in the profit and loss statement with 
the balance of $700,000 shown as a deferred asset on the 
balance sheet, 


(ii) $500,000 deducted from income in computing income taxes. 


The difference of $200,000 ($500,000 - $300,000) is deducted 
from paid-up capital. The same $200,000 is also deducted from 
the $700,000 deferred asset on the balance sheet. This has the 
effect of reducing total assets by $200,000 in computing invest- 
ment allowance. 


EXCEPTIONS 
There are certain exceptions to the Branch's treatment 
of reserves and other amounts. 


e 2% Inventory Allowance 


The allowance is considered to be a special reduction of in- 
come tax only. It does not affect the capital of a corpora- 
tion and should not be deducted from paid-up capital. 


e Deferred Profit Reserve 
Deferred profit reserves deducted from income under section 


20(1)(n) of the Income Tax Act (Canada) are included in paid- 
up capital if the amounts are also booked. 


Les bulletins sont disponibles en frangais sur demande a la Direction de ’impét sur les corporations, 


Ministére du Revenu, Queen’s Park, Toronto, Ontario M7A 1Y1 Téléphone: 965-1160 
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SUBJECT: Capital Tax - Inclusions in Paid-up Capital (continued) 


GENERAL 


L-8R, item 6 of the CT23 tax return lists certain other items that 
must be taken into consideration in computing paid-up capital for 
Capital tax purposes. These are discussed below. 


| Th aodition to the items described in Bulletin, Number 


BONDS, DEBENTURES AND MORTGAGES PAYABLE 

Amounts Owing to either corporations or individuals are 
included in paid-up capital if these amounts are secured by any 
property owned by the corporation. 


Some of the most common forms of secured liabilities 


are: 
e bonds, 
e bond mortgages, ee MRARY MATERIAL 
DEPOSITION. 1007 pr-ae % 
e debentures, iat ae 
e income bonds, ae y 


e income debentures, 
@e mortgages. 


The above debt instruments usually provide for security 
in the event of default of payment. The security may take any 
form including a charge against a specific asset of the corpora- 
tion; e.g. machinery, or a floating charge against all of the 
assets; e.g. inventories, receivables, fixed assets, investments. 
Property may include intangibles such as patent rights as well as 
tangibles such as machinery and equipment. 


In certain cases, a corporation may issue the debt in- 
struments listed above without pledging any of its property as 
security. These unsecured amounts are also included in paid-up 
capital if they are owing to another corporation (see Loans and 
Advances in Bulletin Number L-8R). Amounts owing to individuals 
(other than shareholders) are included in paid-up capital only 

, when secured by the corporation's property. 


The following amounts may be deducted from paid-up cap- 
ital afethe debteobligation or Surplus has nocralreadysbeensrcs 
duced by these amounts. 


@ Unamortized portion of bond discount. The discount is the amount 
by which the face value of the bond exceeds the issue price. Ayr= 
portion of the discount which has not already been deducted from 
surplus may be deducted. 


e Premiums on redemption and related expenses. This represents 
premiums payable by the corporation in excess of the face value 
of bonds when the bonds are redeemed. If a corporation has 
added premiums to the face value of bonds on its balance sheet, 
these premiums should first be deducted before bringing the 
bonds into paid-up capital. 


e® Mortgage advances receivable. This represents amounts not yet 
paid over or credited to the corporation by the mortgagee, if 
the full amount of the mortgage payable is shown on the balance 
sheet. 


DEFERRED INCOME TAX RESERVES 


These reserves represent an appropriation of profits 
that is not allowed as a deduction from income and is, therefore, 
included in paid-up capital. If the account is in debit, the 
amount may be deducted from paid-up capital. By concession, pro- 
visions for income taxes payable for the current year are not in- 
cluded in paid-up capital. 


CONTINGENT, INVESTMENT, INVENTORY AND SIMILAR RESERVES Y 


These represent appropriations of profits that are not 
allowed as deductions from income for tax purposes and are, there- 
fore, included in paid-up capital. 


SPECIAL RESERVE, IF BOOKED 


The following reserves are included in paid-up capital 
if the amounts are booked in the accounts even though they have 
been deducted from income for income tax purposes: 


e deferred profit reserves (mortgage reserves) or reserves for 
long-term receivables - section 20(1)(n) of the Income Tax Act 
(Canada) 


@e capital gains reserves - section 40(1) (a) (iii) of the Income 
Tax Act (Canada) 


@® resource property reserves - section 18(1) of The Corporations 
ax  ACc 


OTHER RESERVES 


Any reserve which is not allowed as a deduction from c 
income in computing taxable income must be included in paid-up 
capital. Examples are: contingent, investment and inventory 


ELesSeEviese 


Often reserves are claimed by corporations in their 
books of account that differ in amount from the reserves allowed 
for income tax purposes. In these cases, paid-up capital must 
be either increased or decreased by the difference. For example, 
a corporation may book a depreciation reserve of $1,000,000 
whereas capital cost allowance for income tax purposes may amount 
to only $900,000. The difference of $100,000 must be added to 
paid-up capital in determining capital tax payable. The same 
$100,000 must also be added to total assets in computing invest- 
ment allowance. 


Conversely, where the capital cost allowance exceeds 
the depreciation booked, the difference is deducted from paid-up 
capital. For example, capital cost allowance may amount to 
$1,000,000 whereas only $800,000 has been booked as depreciation. 
The difference of $200,000 is deducted from paid-up capital, and 
from total assets in computing investment allowance. 


The above adjustments must be made on a cumulative an- 
nual basis to reflect the accumulated differences between depre- 
ciation booked and capital cost allowance claimed. As a short- 
cut to determine the accumulated differences, corporations may 
take the difference between the undepreciated capital cost (UCC) 
of fixed assets and their net book value (NBV). In so doing, 
however, extraneous items that may distort a proper comparison 
must first be removed. For example, land (non-depreciable) and 
appraisals of fixed assets must be deducted from NBV before com- 
paring the NBV with UCC. 


Examples of reserves that may require an adjustment to 
paid-up capital are: 


e reserve for depreciation, 
e reserve for doubtful debts, 
@e reserve for goods and services not yet delivered or rendered, 


e reserve for rentals paid in advance. 


AMOUNTS DEDUCTED IN COMPUTING INCOME TAX THAT DIFFER FROM AMOUNTS 
BOOKED 


A number of other items which are not really reserves 
are treated similarly to the above reserves for capital tax pur- 
poses. 


Where the amount deducted from profits or surplus in 
the financial statements is greater than the amount deducted from 
income in computing income tax, the difference must be added to 
paid-up capital. Conversely, where the amount deducted from in- 
come in computing income tax is greater than the amount booked, 
the difference (not exceeding cost) is deducted from paid-up cap- 
iecatlrs 


Examples of these are: 


e exploration and development expenses of resource corporations, 


e scientific research and development expenses, 


e carrying costs of undeveloped land (deducted for Ontario income 
tax purposes), 


e write-off of cumulative eligible capital (goodwill). 


If the item is carried as an asset on the balance sheet, 
total assets used in computing investment allowance must be in- 
creased (or decreased) by the same amount that is added to (or de- 
ducted from) paid-up capital. For example, scientific research 
expenditures of $1,000,000 may be treated by a corporation as fol- 
lows: 


(i) $300,000 written off in the profit and loss statement with 
the balance of $700,000 shown as a deferred asset on the bal- 
ance sheet, 


(ii) $500,000 deducted from income in computing income taxes. 
The difference of $200,000 ($500,000 - $300,000) is deducted from 


paid-up capital. The same $200,000 is also deducted from the 
$700,000 deferred asset on the balance sheet. This has the effect 


of reducing total assets by $200,000 in computing investment allow- 


ance. 


EXCEPTIONS 


There are certain exceptions to the Branch's treatment 
of reserves and other amounts. 


e 3% Inventory Allowance 


The allowance is considered to be a special reduction of income 
tax only. It does not affect the capital of a corporation and 
should not be deducted from paid-up capital. 


e Special Reserve, if Booked 


Deferred profit reserves, capital gains reserves and resource 
property reserves (discussed on page 2) which are deducted from 
income for income tax purposes are included in paid-up capital 
if the amounts are also booked. 


e Additional Allowance for Scientific Research 


The additional deduction from income of up to 50% of qualified 
research expenditures (section 37.1 of the Income Tax Act (Can- 
ada)) does not affect the capital of a corporation and should 
not be deducted from paid-up capital. 


e Other 


Any other incentives that may provide a deduction from income 
in excess of the original cost of expenditures will not affect 
the: capital of a :corporation.) ein) any suchnicasc ws cne excess 
allowance should not be deducted from paid-up capital. 
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SUBJECT: Capital Tax - Goodwill Allowance, Deferred Mining 
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GOODWILL ALLOWANCE 
GENERAL 


A deduction may be claimed from Widiye capital for 
goodwill or other intangible thing included ~ an asset if it 
has no value. Examples of items qualifying as goodwill are: 
® certain patents and copyrights, 
® franchises, 

ST-oOsUSsMOMeInconpOrating, 
) ® excess of purchase price of assets over their net book value. 
The following formula is used to determine whether or 
not goodwill has value and to determine the amount of goodwill 
allowance: 
GOODWILL ALLOWANCE (to be completed if corporation 


carries Goodwill as an asset) 
Claim the lesser of (A) or (B) 


GOODWILL (Exclude any patent or Excess of Paid-up Capital Stock over 
right amortizable by Capitalized Value of Net Income for 
charges to income and the current year and previous four 
eligible capital ex- years 
penditure) 

Paid-up Capital Stock 

Patent Rights ... Deduct: Capitalized 

value of Net 
Income. 
Copyrights 
Trademarks Average Net Income* 
Bene eeLOO 
AO; 
) i (B) Excess of Paid-up 


Capital Stock 


(Aye 50% thereot : 


*Average net income means the total annual profits less losses for the cur- 
rent year and the immediately preceding four years available for dividends 
on preferred or common stock after providing for all reasonable charges in- 
i cluding income tax, divided by five. Average net income cannot be less 

{ than zero. If the capitalized value of net income equals or exceeds the 
paid-up capital stock, no deduction is allowed. 


GOODWILL EXISTING PRIOR TO JANUARY i272 


Goodwill existing prior to January 1, 1972) andvcarnmied 
On a corporation's financial statements since that date may be 
eligible for this allowance. 


ELIGIBLE \CAPTTAD PROPERLY 


Any goodwill arising subsequent to 1971 and qualifying 
as an eligible capital property for income tax purposes is not 
entitled to goodwill allowance. 


Eligible capital property transferred from one corpor- 
ation to another under the elective provisions of the Income Tax 
Act (Canada) does not qualify for the allowance. Since eligible 
capital property has been transferred at market value it cannot 
be said to have no value even if the elected amount for income 
tax purposes is less than F.M.V. or NIL. For example, a conpor- 
ation acquiring eligible capital property tor $1007000sincon— 
Sideration for the issue of shares may elect a NIL amount for 
income tax purposes under the rollover provisions of the Act. 
The goodwill of $100,000, although shown as an asset on the bal- 
ance sheet, is not eligible for goodwill allowance. 


Goodwill appearing on the vendor's balance sheet which 
had been there prior to 1972 may be eligible for goodwill allow- 
ance. However, when such goodwill is transferred to another cor- 
poration after 1971, it becomes eligible capital property and no 
longer qualifies for goodwill allowance. 


DEFERRED MINING EXPLORATION AND DEVELOPMENT EXPENSES 


Mining corporations accumulate expenses incurred by 
them in exploration and development activities in Canada. These 
deferred expenses may be carried forward and deducted from in- 
come in computing income taxes in future years. As they are 
available for future deduction for income tax purposes they may 
be deducted from paid-up capital for capital tax purposes. 


As an example, assume a mining corporation incurred 
Canadian exploration and development expenses of $1,000,000 
which has been treated as follows: 


(i) $400,000 written off in the profit and loss statement with 
the balance of $600,000 shown as deferred expenses (asset) 
on the balance sheet, 


(ii) $200,000 deducted from income in computing income taxes 
with the balance of $800,000 available to reduce future 
income taxes. 


Se) 


Paid-up capital would be adjusted as follows: 


(aj add 5200,000 - the difference between the write-off for 
book purposes ($400,000) and the write- 
Oli fort taxes purposes, (5200-000) 


(b) deduct $800,000 - the balance of the deferred expenses 
available for future income tax purposes. 


The net result of the above is a reduction to paid-up 
Comical Ormo0 00 000 mmeLiisewoOlld bem in addi tionmtonthe $400,000 
already written off in the books and reducing surplus. In 
effect, paid-up capital has been reduced by $1,000,000, the full 
amount of the exploration and development expenses. 


EXCEPTION - GAS AND OIL 


No additional deduction is allowed for deferred ex- 
penses incurred in exploring and developing oil sands or oil 
shale deposits and in exploring and drilling for oil or gas. 


INVESTMENT ALLOWANCE 
GENERAL 
In computing taxable paid-up capital, corporations may 
claim an investment allowance as a deduction from paid-up capital. 
This deduction is granted to minimize double-taxation that might 


result by including the qualified investments in the paid-up cap- 
teak Ore thes tSSuingd, CObpOorations. 


Corporations may compute an investment allowance using 
Phes.oldowingseformudea: 


Cost of Eligible Investments 


Tobal@Assets. (acead justed) X Paid-up Capital (as 


adjusted) 


In no case can the investment allowance exceed the 
cost of eligible investments used in the numerator of the above 
Geaceron. 


Cost of Eligible Investments 
Investments qualifying for this deduction are: 


® term deposits with Canadian banks and investment certificates 
of Canadian trust companies, 


® bonds and other securities of governments, municipalities and 
SChHoOOleormseCLcrs, 


® bonds and debentures of other corporations, 
® mortgages due from other corporations, 


® shares in other corporations (at greater of book value or cost), 


® loans and advances to corporations (except amounts due from 
parent corporation with head office outside Canada). 


Cost is used in all cases except for shares in other 
corporations for which the greater of book value or cost may be 
used. Amounts shown on the balance sheet as lease receivables 
do not qualify for investment allowance. 


Total Assets (as adjusted) 


Total assets used in the denominator of the fraction 
are those on the balance sheet, adjusted if necessary as fol- 
lows: 


Total assets must be increased by: 


® any amount by which an asset is carried in the books of 
account or on the balance sheet in excess of cost. An ex- 
ample would be shares in a subsidiary company which are shown 
at equity value instead of original cost. 


@ any amount by which the value of an asset has been written 
down and deducted from income or surplus where such amount 
is not deductible from income for Ancomescaxs purposes enn 
example would be an investment in marketable securities 
written down to market values. 


Total assets must be reduced by: 
® goodwill allowance, 
@ discount on the issue of share capital, 


® deferred mining exploration and development expenses deductible 
from income under section 20, 


@® any amount by which the value of an asset has been written down 
and deducted from income or surplus where such amount is deduct- 
ible from income for tax purposes (except a deferred profit re- 
serve deducted from income under section 20(1)(n) of the Income 
Tax Act (Canada) if the amount is also booked). 


Paid-up Capital (as adjusted) 

Paid-up Capital must be reduced by the following before 
being used in the formula for the investment allowance computa- 
rons 
® goodwill allowance, 


@® discount on issue of share capital, 


® deferred mining exploration and development expenses deductible 
from income under section 20. 


Les bulletins sont disponibles en frangais sur demande a la Direction de l’impot sur les corporations, 


Ministére du Revenu, Queen’s Park, Toronto, Ontario M7A 1Y1 Telephone: 965-1160 
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SUBJECT: Capital Tax - Goodwill Allowance ,/ Deferred Mining — 
Exploration and Development Expenses, 


Investment Allowance ~ » ¢° 


GOODWILL ALLOWANCE 


GENERAL PR ep em 
PN POUGitORY EIBSMARY MAZERIAL 
A deduction may be claimed from paid-up capital for 
goodwill or other intangible thing included as an asset if it 
has no value. Examples of items qualifying as goodwill are: 


@ certain patents and copyrights, 

e franchises, 

@e costs of incorporating, 

@ excess of purchase price of assets over their net book value. 


The following formula is used to determine whether or 
not goodwill has value and to determine the amount of goodwill 
allowance: 


GOODWILL ALLOWANCE (to be completed if corporation 
carries Goodwill as an asset) 
Claim the lesser of (A) or (B) 


GOODWILL (Exclude any patent or Excess of Paid-up Capital Stock over 
right amortizable by Capitalized Value of Net Income for 
charges to income and the current year and previous four 
eligible capital ex- years 
penditure) 

Paid-up Capital Stock 


Deduct: Capitalized 
value of Net 
Income 


Average Net Income* 


Other Intangible 


Assets 
. He oe) (B) Excess of Paid-up 
} se Ate Capital Stock 


(A) Boe heres 


*Average net income means the total annual profits less losses for the cur- 
rent year and the immediately preceding four years available for dividends 
on preferred or common stock after providing for all reasonable charges in- 
cluding income tax, divided by five. Average net income cannot be less 
than zero. If the capitalized value of net income equals or exceeds the 
paid-up capital stock, no deduction is allowed. 


GOODWILL EXISTING PRIOR PO SANUARY Lae heria 


Goodwill existing prior to January 1, 1972 and carried 
On a corporation's financial statements since that date may be 
eligible for this allowance. 


ELIGIBLE CAPITAL PROPERTY 


Any goodwill arising subsequent to 1971 and qualifying 
as an eligible capital property for income tax purposes is not 
entitled to goodwill allowance. 


Eligible capital property transferred from one corpor- 
ation to another under the elective provisions of the Income Tax 
Act (Canada) does not qualify for the allowance. Since eligible 
capital property has been transferred at market value it cannot 
be said to have no value even if the elected amount for income 
tax purposes is less than F.M.V. or NIL. For example, a corpor- 
ation acquiring eligible capital property for $100,000 in icon= 
sideration for the issue of shares may elect a NIL amount for 
income tax purposes under the rollover provisions of the Act. 
The goodwill of $100,000, although shown as an asset on the bal- 
ance sheet, is not eligible for goodwill allowance. 


Goodwill appearing on the vendor's balance sheet which ( 


had been there prior to 1972 may be eligible for goodwill allow- 
ance. However, when such goodwill is transferred to another cor- 
poration after 1971, it becomes eligible capital property and no 
longer qualifies for goodwill allowance. 


DEFERRED MINING EXPLORATION AND DEVELOPMENT EXPENSES 


Mining corporations accumulate expenses incurred by 
them in exploration and development activities in Canada. These 
deferred expenses may be carried forward and deducted from in- 
come in computing income taxes in future years. As they are 
available for future deduction for income tax purposes they may 
be deducted from paid-up capital for capital tax purposes. 


As an example, assume a mining corporation incurred 
Canadian exploration and development expenses of $1,000,000 
which has been treated as follows: 


(i) $400,000 written off in the profit and loss statement with 
the balance of $600,000 shown as deferred expenses (asset) 
on the balance sheet, 


(ii) $200,000 deducted from income in computing income taxes with 
the balance of $800,000 available to reduce future income 
taxes. 


Paid-up capital would be adjusted as follows: 


(a) add 52007000 - the difference between the write-off for 
book purposes ($400,000) and the write- 
off for tax purposes ($200,000) 


(b) deduct $800,000 - the balance of the deferred expenses 
aval lable tfor future income tax! purposes. 


Theynet result, of the above.is a reduction to paid-up 
GapicaleorasovG;000neetors would be anvaddition to the’ S400% 000 
already written off in the books and reducing surplus. In effect, 
paid-up capital has been reduced by $1,000,000, the full amount of 
the exploration and development expenses. 


EXCEPTION =- GAS AND OIL 

No additional deduction is allowed for deferred expenses 
incurred in exploring and developing oil sands or oil shale depos- 
Peasoond sinsexploring sand=drilling tor oil on gas. 

INVESTMENT ALLOWANCE 

GENERAL 

In computing taxable paid-up capital, corporations may 
claim an investment allowance as a deduction from paid-up capital. 
This deduction is granted to minimize double-taxation that might 
result by including the qualified investments in the paid-up cap- 


ital of the issuing corporations. 


Corporations may compute an investment allowance using 
the following formula: 


Cost of Eligible Investments 


Total Assets (as adjusted) X Paid-up Capital (as adjusted) 


In no case can the investment allowance exceed the cost 
of eligible investments used in the numerator of the above fraction. 


Cost of Eligible Investments 
Investments qualifying for this deduction are: 
e term deposits with Canadian banks and investment certificates of 
Canadian trust companies for a term of and held by the corporation 
for at least 120 days, effective for taxation years ending after 


Apri? 27 L980» 


e bonds and other securities of governments, municipalities and 
school districts, whether secured or unsecured, 


e bonds and debentures of other corporations, 

e mortgages due from other corporations, 

e shares in other corporations (at greater of book value or cost), 
e loans and advances to other corporations (see exception below), 


e amounts due from related corporations with head offices outside 
Canada have previously been deemed not to be loans and advances 


to other corporations for investment allowance purposes. For 
taxation years ending after April 22, 1980 such amounts will 
qualify as investments provided that they have been outstanding 
for at least 120 days prior to the year end of the lending cor- 
poration. 


Cost is used in all cases except for shares in other cor- ¢> 
porations for which the greater of book value or cost may be used. 
Amounts shown on the balance sheet as lease receivables do not qual- 
ify for investment allowance. 


Total Assets (as adjusted) 


Total assets used in the denominator of the fraction are 
those on the balance sheet, adjusted if necessary to include the 
following: 


e any amount by which an asset is carried in the books of account 
or on the balance sheet in excess of cost. An example would be 
shares in a subsidiary company which are shown at equity value 
instead of original cost. 


@® any amount by which the value of an asset has been written down 
and deducted from income or surplus where such amount is not de- 
ductible from income for income tax purposes. An example would 


be an investment in marketable securities written down to market 
values. 


Total assets must be reduced by: 
e goodwill allowance, 
e discount on the issue of share capital, ¢ 


e deferred mining exploration and development expenses deductible 
from income under section 20, 


@ any amount by which the value of an asset has been written down 
and deducted from income or surplus where such amount is deduct- 
ible from income for tax purposes except the following reserves, 
if booked, 


e deferred profit reserve - section 20(1)(n) of the Income Tax 
Act (Canada) 


e capital gains reserve - section 40(1) (a) (iii) of the Income 
Tax Act (Canada) 


@ resource property reserve - section 18(1) of The Corporations 
ToxeACu 


Paid—up’ Capital (as) adjusted) 


Paid-up Capital must be reduced by the following before 
being used in the formula for the investment allowance computation: 


e goodwill allowance, 


e discount on issue of share capital, 


e deferred mining exploration and development expenses deductible 
from income under section 20. 


a. 
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wy 4 3 0S 
PURPOSE aa he 


Poctleand Capilcal Tax Outlined in Bulletins Number L-7 to L-10 
LOLwashypothetical ordinary” Ontario corporation with share 
capital. 


Numerical examples of these calculations for the 
"special cases" dealt with in Bulletin Number L-7 (such as non- 
resident Corporations, banks and loan and trust companies) will 
be provided on written request and may be reproduced in future 
bulletins if there is sufficient demand. 


INTRODUCTION 


In this example, Typical Corporation, an Ontario man- 
ufacturing corporation with no permanent establishments outside 
Puemerovince, 11s filing i1ts_Clr23 Corporations Tax. Return for 
its taxation year ended June 30, 1978. 


LypicaimcorpolrdLi1on, Naseasl/ 3, interest an a. parener— 
ship called Unincorporated Joint Venture which has an April 
30th year end for accounting purposes. 


Terese previousetaxation year, Lypical Corporation re- 
ceived a government grant which had to be deducted in determin- 
Pjogecapied mecostmromweG-C A. purposes. U.C.C.lat) the year end) is 
Delis 


Goodwill was purchased in the year for $100,000 and 
the full 10% deduction re cumulative eligible capital was claimed 
for income tax purposes. 


Prepaid expenses and the 3% inventory allowance were 
also claimed for income tax purposes. 


Les bulletins sont disponibles en francais sur demande a la Direction de l’impot sur les corporations, 


Ministére du Revenu, Queen’s Park, Toronto, Ontario M7A 1Y1 Téléphone: 965-1160 


BALANCE SHEETS 


RYPTCAL  GORPORALTOMN 
(Unconsoltdated) 
AS “CE wIUNes OUR oS 


Assets 

Current assets: 

Cash S 20,000 

Canadian bank term deposits O00 0.0 

Accounts receivable 2508 00:0 

Inventories 5007000 

Prepaid expenses 307.000 
Fixed assets: 

Manufacturing equipment 500,000 

Less: Government grant (2007 000) 

Accumulated depreciation (100,000) 

Investments: 

Subsidiary corporation (on equity 

basses. cost so ..0:0,07.0'00)) 800,000 

Advances to Unincorporated Joint 

Venture £507,:000 
Other assets: 

Discount and cost of debenture issue 50,000 

Goodwill (purchased in the year, at 

cost) 100,000 


Liabilities and Shareholders' Equity 


Current liabilities: 
Bank indebtedness: 
- overdraft (outstanding cheques) §$ 207000 
- loan S05 UG 
Accounts payable: 
- to subsidiary ($85,000 over 


120 days) 1507008 

- to others ’ 1507-000 

Allowance for warranties 200,000 

Income taxes payable 307 000 

Current portion of long-term debt 100,000 
Long-term debt: 

Note payable to parent 200,000 

Debentures payable 1, O00 070.00 

2007000 

Less: Current portion L0'07,000 


Deferred income taxes 


Shareholders' equity: 
Common shares 200,000 
Retained earnings 100,000 


900,000 


200,000 


950,000 


150,000 
$2,200,000 


700,000 


1, L00;, 060 


1005-000 


300,000 
$2,200,000 


UNINCORPORATED JOINT VENTURE 
ASW teh 02 tec hme ayo 


(Balance Sheet Date Closest 
COMsUN CMO ged aoe) 


Assets Liabilities 
Cash (Includes $30,000 Mortgage payable S$ 750,000 
Canadian bank Partners’ advances: 
term deposit) $ 50,000 LvpicalLeCor— 
Land 7200 7.0:00 poration $300,000 
Other Part- 
ner 900,000 
1572007000 
Sgn 5 0900.0 Si79507 000 


CALCULATION OF PATD-UP CAPITAL. = TYPICAL CORPORALION 
(Bulletins Number L—-8 and [E=-9, sections 126(1) and 127(2)"o7 thewmow 


GTZ mL Len 

Shareholders' Equity: 

Common shares Samez O70 OO eae Le 

Retained earnings LOO 0:0 059-7-mkOD: 

Government grant FANG UM ke LAER 
Liabilities: 

Note payable to parent 522 007,000 

Accounts payable to sub- 

Sidiary over 120 days old 85,000 205 000M OD UEC aEe 

Bank loan 5 0:,.0.0 Or. sO. 

Debentures payable 00 0700.0 peers 


Mortgage payable in Unin- 
corporated Joint Venture 
$750, 0008x173 wingcerest 2.5107, 0.0 Orem Olle 


Reserves: 
Deferred income tax re- 
serve O07. 00 Oe re5 O04 
Warranty reserve 2007000 
Investment reserve 200,000 
400%, 000% SOK. 


S270 opr 000 
Adjustments to Surplus: 
Depreciation reserve: 


UR Gre NIL 
Nei: 200,000 
(200,000) 
Unamortized discount (50,000) 
Prepaid expenses deducted 
for income tax purposes C307700.0)) 
Amortized cumulative 
eligible capital GarA0.0.0)) 


(209170 0.0) FeO 
$2775.00 OO nese6 Ure 


CALCULATION OF ELIGIBLE INVESTMENTS 
(ouvert en Nunverau— 0, seopronse 127{1)(e) and 127 (2) off thesAct.) 


CLr23 > ltem 
Term Deposits: 
=i ly pi CalmCconporation. > L00,000 
-Fit Unincorporated Joint 
Venturer o30 70008 xl/ 3 OF O00 
SameltLOm ( O.Oimeecmey Aue 
Investment in Subsidiary 
Corporation at cost OO Or. 0 0 Omer 


ule ele OO erateeney Gre 


CaAcCULATLION OF TOTAL ASSETS 
FOR INVESTMENT ALLOWANCE PURPOSES (Bullettn Number L-10 
eeecton f122(2) “of the Act) 


Total assets per balance sheet 5220.0, 000 eee oA 

Deductions from assets not allowed: 
- Government grant 52007000 
- Investment reserve 200,000 400,000... 8B. 


Deductions from assets allowed: 


- Prepaid expenses Sas. 0 51000 
- Discount lo) Omen ene) 
- Goodwill Sy OKO 
SNe Dit Vcr Lipase Ce PHOLD OO) 


(2335 70.00) Jano De 


Partnership adjustments: 
- Interest in assets 


Solr U,.0. 0.0 xenL/ 3 $650,000 
- Less: Investment per 
balance sheet 507,000) 500,000... 8E. 


Soh tel hsy MOMOMO Ny Se AShNTs 


CALCULATION OF TAXABLE CAPITAL 
(ouvert Number u—10,. seerton Ji27(1) (ce) and l27(2) of the Act) 


Paid-up capital (Page 3) WA HOO AON TOR 
Less: Investment Allowance: 


Investments (Above) $1,110,000 


Total assets (Above) $2,815,000 ec one Re 
Total assets (Above) $2,815,000 X $2,300,000 ___906,928 9A 6 


ed 4 SUS) SO Ag Bs GS 5 Sy Nr 


CALCULATION OF CAPITAL, FAX 
(Bulletin Number L-7, sectton 131(1) of the Act) 


Soy NO) ene ale} Cee Silly SIS eR Oey, 
ateLOOSeOntario. allocation SAT ili Oreveremeo Lee 


Cilace Avl una 


Bagcasmirandeowor slypicale Corporations. Cl23eRecturn § Lor 
its June 30, 1978 taxation year are attached. 


Ministry Corporations Queen’s Park Corporations Tax Return — CT23 
of Tax Toronto, Ontario 


Pursuant to The Corporations Tax Act, 1972 
M7A 1Y1 : : : oe = : 
Revenue Branch This return is to be filed within six months of the fiscal 
Ontario year end ay all corporations — 
1) exempt corporations (see page 4 Instructions 
SEE INSTRUCTIONS FOR COMPLETION ON PAGE 4 Dingaccmiie — 


1. Identification — Affix the Return Identifier in this space 


Code 
ee ae Account No, 
Name and Address 0000000 


TYPICAL CORPORATION 


77 BLOOR STREET WEST Fiscal Year End Date Incorporated 
TORONTO ; ONTARIO Year Month Day | Year Month Day 
M7A 1Y1 78 06 | 30 72 | Ol 
Jurisdiction Incorporated 
ONTARIO 


21 ~- 26 


Mailing Address {if different from label address shown) Telephone Number 


(416)965-4040 


Address of chief business office in Ontario (if different from above) 


Nature of business (state whether the company mines, manufactures, constructs, trades {whoilesaie or retail), renders services, etc.) (City and jurisdiction of head office 
MANUFACTURING AND DISTRIBUTION OF WIDGETS TORONTO, ONTARIO 


Corporation's Federat els Retail Sates Tax Vendor Permit Number 
: : if more than one R.S.T. number, quote that used b 
Account Number a7|0 | 0] 0} O} O} O| O} Olas Head Office) : "«|0|0|0|0|0/0/0]0} 
Type of Corporation chk aie eo ee Gross Revenue (to nearest dollar) Share capital with 
: return (CT23)2 full voting rights owned 
1. 4 Canadian-controlled Private 2, [J Other Private {J Yes LINo by Canadian residents 
throughout the year O10! ob alo Lo $00} } (nearest percent) 
3. LI Public 4. (J Non-share Capital [ls this an amended [54 
Return? Has the glen AN made a 
es deduction in this taxati 
5. LJ Other (Specify) —_______________— 1T Yes 0%! No perlod for an Invesement ina 1.) 850 cove uae a 
Registered Venture Investment Corp? 
2. income Tax Prorations (i) and (ii) are required when Taxation Year straddles March 7, 1978 
Number of days in Taxation Year: 
Days before Total 
Ontario Allocation March 8, 1978 as 
Taxable income (Item 12H) , ee E ; 
ox! i % oe = a .00 
oO ee =X Kee = iH 
(ii) mf, : ES oes eee Te 00) 
e) R Days aie Total | 
March 7, 1978 Days .00 
Non-Canitel Loss Less: Smail Business J = : 
ea es ook Tax Credit (Item 10) 7 -00 Income Tax 
so $2 
K Ontario Foreign L = M N 
.00 Tax Credit .00 .00 = N ih ibe .00 
y 27 36 ee 
Fe ro tire eae eee mettre eve “NTIS tek I mem ee gem ere 
3. Capital Tax Corporation registered under the Ontario Loan and Trust Corporations Act, see Page 4, Instruction {e) + 
Taxable Capital Ontario Allocation (% in 2B) Taxable Capital Used in Ontario 
A B (e 
1,393,072 00 x [1|0|of$ %=__ 1,393,072 00 
a7 ay } 
Number of days 
Amount in 3€ in Taxation Year Capital Tax 
Gee eee ee D E 
bees Gwe aca me * 1,393,072 .00 X0a% 1x 365 +365 = 4179.00 
Hi {f over $50,000 and not over $100,000, tax is —-———-——_—--—-—---—--—-— > $100.00 oe es (Minimum $50) 
Lee (it) lf $50,000 or less, tax is $50.00 
4. Tax Payable Payment by Cheque or Money Order in Canadian Funds 
Payable to the Treasurer of Ontario TOTAL TAX PAYABLE A re ia ke 
’ .00 
(2N + 3F) 
S51 61 
Balance of Tax Payable ry ashy Apply to Subsequent Year LESS - Payments 4,179 .00 
f Cc 
Difference NIL .00 
Be RRA SUR ESO anee se tine ou ese Rae ey EE eee y 


Rank of Officer 
PRESIDENT 


Name (in Block Letters) 


JOHN TYPICAL 
Full Residence Address 


77 BLOOR STREET WEST, TORONTO, ONTARIO, M7A 1Y1 


t am an authorized signing officer of the Corporation. 

t certify that this return, including accompanying schedules and statements, has been examined by me, is a true, correct and complete retum, and that the 
information is in agreernent with the books of the company. 

/ further certify that the method of computing income for this taxation year is consistent with that of the previous taxation year except as specifically 
disclosed in a statement attached to this return. 


5. Certification 


Signature of a signing 
2. .Wecember3.) 7.2 lo. ee ofiices of the Corporation ....... J. ih Typtea L PNA ae HEE REE RR ee ee 


FOR BRANCH USE one 


I | 2 
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SUBJECT: Capital Tax - Corporate Partners in Limited and 
Ordinary Partnerships 


INTRODUCTION 


Thiss Bulletin Bsqeei gas ee ‘Capital tax treatment of 
a corporate partner's interest i, am unincorporated joint venture 
Or partnership. yA ey 
y hy : o 


Pa 
Se 


yA 


ORDINARY PARTNERSHIPS qx 


“a 
—— 
“Sy 
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As described on page Sef: mks yftetation Bulletin L-7, 
a corporation investing in an uninco®pofated joint venture or 
partnership must reflect the accounts of that partnership in its 
Capital tax computations. Each corporate partner includes in 
the computation of paid-up capital, its share of the liabilities 
of the partnership or joint venture that would otherwise be in- 
y cluded in the paid-up capital of a corporation. 


Section 126(4) of the Act which was introduced by the 
April 10, 1979 Ontario Budget provides legislation to codify this 
treatment for all partnerships. The only change for general 
Dam netsh posaice che wise, of, thea profit-sharing ratio, in, determin- 
ing the portion of the paid-up capital. to be included for each 
corporate partner instead of the capital distribution ratio men- 
tioned in Bulletin L-7. 


LIMITED PARTNERSHIPS 


Pace cmemandmomo Let iLOrmat1Oone bulletins | 5—/9 announce 
that section, 126(4) of the Act, which was enacted by Bill 59, 
1979, provides for similar rules to be applied to taxpayers in- 
vesting in limited partnerships. Each corporate general and 
limited partner must now include in computing paid-up capital, 
its share of those limited partnership liabilities and other 
amounts that would be components of the paid-up capital of a cor- 
poration. Partners' shares are to be determined by reference to 
the profit-sharing ratios of the limited partnership except for 
a general partner. A general partner shall report, in addition 
to its own share, the shares of non-corporate limited partners 
of the limited partnership who are; 


» e shareholders of the general partner 


e members of such shareholders' family 


@e related to the general partner 


e trusts, the beneficiaries of which are related to any of the 
above persons. 


Previously, the liabilities of a limited partnership were attrib] € 
uted completely to its general partners. 


In) a partnershsp that. has more thanvone Corporare gens 
eral partner it may happen that there is a non-corporate limited 
partner who is related to two general partners. Those two gen- 
eral partners must include in their calculation of paid-up cap- 
ital their proportionate share of that limited partner's liabil- 
ities. The proportions used derive from the profit-sharing 
ratios of the general partnefs in the limited partnership. In 
the example below Partner A with 40% has an interest twice that 
of Partner B at. 20%. They therefore divide the share of limited 
Partner G ane twol parts eto AranGwsOone pdt UalOmbe 


Sections! (1) (aj7of the’ Act tiessthe: Provincesin commence 
definition of the term "relationship" provided in subsection 251 
(2) of the Income Tax Act (Canada). 


Under that definition, an individual limited partner 
who is, for example, the controlling shareholder of the parent 
company of a corporate general partner, is related to that general 
DaGeler. 


PROFIT-SHARING RATIO q 


The paid-up capital of the partnership (determined as 
if it were a corporation) is allocated to each partner in the 
same proportion as the share of the profits to which the partner 
is entitled under the partnership agreement. Accordingly, the 
paid-up capital of the partnership must be allocated to the part- 
ners even if the partnership makes no profit or suffers a loss 
in the year. 


HFFECTIVE DATE 


These new rules are effective for taxation years ending 
able reApr lag Oj eLOon 


PARTNERSHIP'S FINANCIAL STATEMENTS 


The proportionate share: of the liabilities of—the pare. 
nership to be included are drawn from the partnership's balance 
sheet atethe date closestator the fiscal ivear end of the lcorporare 
partner. 


INVESTMENT ALLOWANCE 


The Act does not permit a corporate partner to claim an ¢ 
investment allowance on that partner's share of eligible invest- 
ments of the partnership. The partners of a partnership each have 


Sieineeresteina the partnership 1tself but not in any specific 
assets of the partnership. This is especially true for limited 
partners of limited partnerships where the general partner has 
exclusive control of all the partnership assets until such time 
as the partnership is dissolved. 


However, aS a concession, the Branch allows a corpor- 
ate partner (general partner or limited partner) to claim an 
investment allowance on his share of any qualifying investments 
of the partnership. This share is the same proportion as the 
partner's share of the partnership paid-up capital. 


For this purpose, the corporate partner's share of 
the partnership's "total assets" (based on the profit-sharing 
ratio) should be added to the partner's own "total assets" and 
a deduction made from "total assets" for the amount of 'invest- 
ment in the partnership" shown on the corporate partner's bal- 
ance sheet. This adjustment must also be made when a corporate 
DasuneryClaimseinvestment allowance on his own corporate invest— 
Mencs:. 


NUMERICAL EXAMPLE 


Limited Partnership 
Balance Sheet 
ASsmaceApEr las. L979 


Land pee. 0Fr0.0. 0 Mortgage Payable $ 400,000 


Partners Accounts and 
Profit-Sharing Ratios: 


e Corporate general 
partner A - 403 150,000 


@ Corporate general 
partner B —- 20% 1 5.077.0 0,0 


e Individual limited 
partner C (Shareholder 


of A and B) - 30% 200,000 
e Non-related individual 
limited partner D - 5% Thay MOO) 


e Corporate limited 
partner E (Subsidiary 
of A) - 5% 25,000 


$1,000,000 $1,000,000 


Under the new rules A will include in its paid-up cap- 
ital, in addition to its own 40% of the mortgage payable, 40/60 
OtecuscmoO0seshare, tor a total Of 60% or $240,0002 Similarly? 3B 
will include the remaining 20/60 of C's 30% share plus its own 
Doe etoreamtotal or 30%80r $120,000. E will include only its 
% share or $20,000 in paid-up capital and D's 5% share repre- 
senting $20,000 will not be taxed. 


NUMERICAL EXAMPLE OF "TOTAL ASSETS" ADJUSTMENT WHEN CLAIMING AWN 
INVESTMENT ALLOWANCE ON PARTNERSHIP INVESTMENTS AND/OR OWN 
CORPORATE INVESTMENTS 


oe lato 
Balance Sheet 
As ate Aprile oon 


Investment in government BecOuncsmpay— 
bonds Smo. 000 able Se Ou 
Investment in AB Partner- Capital stock 60,000 
ship 50,000 
Other assets 40,000 

S100), 000 $100,000 


AB Partnership 
Balance Sheet 


As at April 30, 1979 


Accounts receivable S 40,000 Accounts pay- 
able $100,000 
Other assets 160,000 Capital Accounts 
A Ltd. - 50% 50F2.0U 
Be Lita. —3502 507,000 
$200,000 $200,000 
Total assets per A Ltd.'s balance sheet $100,000 
Add: Share of total assets of AB Partnership 
DOS Or 52007 000 100,000 
$200,000 


Deduct: Investment in AB Partnership per 
A Ltd.'s balance sheet 070.00 


"Total Assets" to be used by A Ltd. in comput- 
ing A Ltd.'s investment allowance 51507.000 
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SUBJECT: Summary of Ontario Corporations Tax for Non-Residents 


TNTRODUCTION DEPOSITORY LIBRARY MATERIAL 


This material is intended to provide a brief overview 
of the provisions of the Act affecting non-resident corporations 
that do business in Ontario or derive income from a source in 
the Province. 


Miao wie On LAA Ja (oe CrlONe 2(2) and (6 })) 


A non-resident corporation is’ liable for Ontario cor- 
porate income tax if, at any time in the taxation year or the 
pLevlOusatcaxaLlon year, 1t Or an unincorporated partnerstitp, or 
joint venture in which it has a partnership interest:” 


(a) had an Ontario permanent establishment; Ss 


“ay. 
Ny ” ad P i } ; ; “> 
< xe 1 ps 4 v0 Isou a & 
eR . 7A 
Pe 


(b) owned and received income from an Ontario: ™, 


(i) eucaleproperty, LOM SA 
(ii) timber resource property, or Re 
Gia )yartamber imac: 


(c) disposed of taxable Canadian property (as defined in the 
Income Tax Act, Canada) that was situated in Ontario; or 


(aimCcarricdron businessean? Ontario*< 


Non-resident corporations that are liable for Ontario income 
Co eoOLGUVeEDveVvIrCucwOLsCEILLerial (Cc) sare snot liable, for Ontario 
Capital tax.. in allsotherucases, they are liable for capital 
tax as well as Ontario income tax. 


HFFECT OF TREATY 


For a company incorporated in a jurisdiction (such as 
thes —sceAeyathatehas enteredsantova TaxiTreaty or Convention 
Witgmcandda. colterion (bp) applies only 1h the non-residenthas 
elected to pay tax under Part I rather than Part XIII of the 
federal Act. 


) firwadds tion; stactonrea(c)G@doessnot:applysitethat Treaty 
determines thatedisposmeilons: of jtaxabley€anadilaniproperty are 
not taxed for federal purposes. The Canada-U.S. Convention is 
one, for example, that determines they are not taxed. 


PERMANENT ESTABLISHMENT - (SECTION 7) 


The definition of this term is basically the same for 
purposes of determining =the liability forstax olf both non=resz 
ident and Canadian corporations. A non-resident that produced, 
grew, mined, created, manufactured, fabricated, improved, packed, 
preserved or constructed anything in Canada in whole or in part, 
is deemed to have maintained a Canadian permanent establishment 
for Ontario purposes. 


Incorporated non-resident entertainers and producers 
are also deemed to have a Canadian permanent establishment if 
they produce or present any form of live public entertainment 
in Canada. 


CARRIED ON BUSINESS 


Page 3 of Information Bulletin 7-78, stated that 
effective for taxation years ending after December 7, 1977, non- 
resident corporations that carry on business in Ontario are sub- 
ject to tax even if they do not maintain a permanent establish- 
ment in the Province. Ontario is tied-in to the extended mean- 
ing of carrying on business given in section 253 of the Income 
Tax Act (Canada). Accordingly, a non-resident corporation that 
solicited orders or offered anything for sale in Ontario through 
an agent or servant is subject to tax in the Province. 


INCOME TAX 


Whereas Canadian corporations are liable for tax on ¢ 
their world income, non-residents are taxed on their taxable 
income earned in Canada only. The 2-factor allocation formula 
based on salaries/wages and gross revenue is provided to avoid 
taxing income attributable to other Canadian provinces and 
territories. 


The current rate of income tax is 14%. This was an- 
nounced in Information Bulletin 14-79. While non-residents may 
qualify for the 1% Ontario manufacturing and processing credit, 
they cannot claim the 4% small business incentive which is avail- 
able only to Canadian-controlled private corporations. 


CAPITAL TAX 


Page 3 of Interpretation Bulletin L-7, mentions that 
the capital tax calculation for non-resident corporations is 
based on taxable paid-up capital employed in Canada, rather than 
the world taxable paid-up capital base used for Canadian corpor- 
ations. Paid-up capital employed in Canada for a non-resident 
corporation with business outside Canada is the greater of: 


its taxable income earned in Canada capitalized at 
8% and, 


its paid-up capital employed in Canada calculated 
as if the corporation had no permanent establish- 
ment outside of Canada. 


The 8% capitalization does not apply to non-resident 
corporations whose business is carried on entirely 
in Canada. (see Information Bulletin L-7 dated Jan- 
Wary 22,°19/9 for details as to the computation of 
"paid-up capital employed in Canada".) 


Taxable paid-up capital employed in Canada is the amount 
derived from this formula less the deductions for investment 
allowance, goodwill allowance and deferred Canadian exploration 
and development expenses described in Interpretation Bulletin 
L-10. 


Each non-resident corporation which has interests in 
unincorporated Canadian partnerships must include in its paid-up 
capital employed in Canada its share of those partnership liabil- 
ities that would be included in the paid-up capital of a corpor- 
ation, based on its profit-sharing ratio. Similarly, the non- 
resident corporation's share of the partnership's investments is 
available for investment allowance purposes. 


The rate of capital tax for non-resident corporations 
is the same 3/10 of 1% that applies to ordinary Canadian corpor- 
ations and the same 2-factor allocation formula provided for in- 
come tax purposes is used to reduce taxes in respect of taxable 
paid-up capital used in other Canadian provinces or territories. 


The reduced capital tax for small businesses with tax- 
able paid-up capital (employed in Canada) less than $300,000 and 
"loss corporations" with taxable paid-up capital (employed in 
Canada) less than $1 million, announced in Information Bulletin 
14-79 also apply to non-resident corporations. 


NUMERICAL CAPITAL TAX EXAMPLE 


NON-RESIDENT CORPORATION 
CANADIAN BRANCH (A WHOLLY ONTARIO OPERATION) 
as at August 31, 1979 


Canadian bank term Accounts payable $200,000 

deposit $100,000 Home Office Account 

Inventory 400,000 (including $80,000 

Preeloing eee. Cac. 3007000 profit for the year) 600,000 
$800,000 $800,000 


Paid-up capital employed in Canada: 
The greater of: 


(a) Taxable income earned in Canada capitalized at 8% is $80,000/ 
% equals $1 million; and 


(b) Paid-up capital employed in Canada otherwise calculated, that 
ts57 9000/,,000. 


Taxable paid-up capital employed in Canada: 


Paid-up capital employed in Canada, 
calculated above 


Less: Investment allowance: 


$100,000 


$800,000 x =>1,,0007 000) —8 51257000 


Maximum claim is the cost of the 
investments 


Capi taletace: 


At@3/ 10, on tie wwithenorallocatvongLomothes 
provinces or territories 


9 7 O00 70 00 


(100,000) 


2 007,000 


2 hO0 
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SUBJECT: Summary of Ontario Corporations Tax for Non-Résidénts 
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PVE RODUCT FON 


Bulletin L-13 was published on October 15, 1979. Changes 
have become necessary as a result of the Ontario Budget of April 
22, 1980, and this Bulletin has therefore been revised as L-13R 
which replaces L-13. It provides a brief overview of the provis- 
ions of the Ontario Corporations Tax Act affecting non-resident 
corporations that derive income from a source in the Province. 


A major change from Bulletin L-13 is the removal of any 
reference to "carrying on business in Ontario". The provision in 
Bill 88 of 1977 which introduced this measure for taxation years 
ending after December 7, 1977 has now been repealed. The effect- 
ive date of repeal is the same as the date the measure commenced, 
SO no corporations are subject to tax under this provision. 


peers TY FOR TAX = SECTIONS 2(2)" and (3) 


A non-resident corporation is liable for Ontario corpor- 
ate income tax if, at any time in the taxation year or the previous 
taxation year, it or an unincorporated partnership or joint venture 
in which it has a partnership interest: 


(a) had an Ontario permanent establishment; 


(b) owned and received income from the sale or rental (including 
royalties) of an Ontario: 


(i) real property, 
(11) timber resource property, or 
Cir) cimber sl imate 
(c) disposed of taxable Canadian property (as defined in the Income 


baxene. (Canada):) that was situated in Ontario! 


Non-resident corporations that are liable for Ontario income tax 
SOlcivabyevinstue Ofucriterion (c) aresnot: liable for Ontario capital 
tax. In all other cases, they are liable for capital tax as well 

as Ontario income tax. 


EPPECT “OF “TREATY 


For a company incorporated ina jursidiction (such as the 
U.S.A.) that has entered into a Tax Treaty or Convention with Canada, 


criterion (b) applies only if the non-resident has elected to pay 
tax undéersPart IMrathern “than Partexber of the federaleAce. 


in addittton, actor, (c) does net apply 1hethatelpeam, 
determines that dispositions of taxable Canadian property are not 
taxed for federal purposes. The Canada-U.S. Convention is one, 
for example, that determines they are not taxed. 


PERMANENT ESTABLISHMENT - SECTION 7 


The definition of this term is basically the same for 
purposes of determining the liability for tax of both non-resident 
and Canadian corporations. A non-resident that produced, grew, 
mined, created, manufactured, fabricated, improved, packed, pre- 
served or constructed anything in Canada in whole or in part, is 
deemed to have maintained a Canadian permanent establishment for 
Ontario purposes. 


Incorporated non-resident entertainers and producers are 
also deemed to have a Canadian permanent establishment if they pro- 
duce or present any form of live public entertainment in Canada. 
Further information regarding the collection of tax payable by non- 
resident entertainers is contained in a Bulletin issued by the 
Branch, on Oc cCobeR 15 an oe 


Whereas Canadian corporations are liable for tax on their 
world income, non-residents are taxed on their taxable income see ~ 
in Canada only. The 2-factor allocation formula based on salaries 
wages and gross revenue is provided to avoid taxing income, attribugs 
able to other Canadian provinces and territories. 


The current rate of income tax is 14%. This was announced 
in Information Bulletin 14-79. While non-residents may qualify for 
the 13 Ontario manufacturing and processing credit, they cannot 
claim the 4% small business incentive which is available only to 
Canadian-controlled private corporations. 


However, non-residents are eligible for the tax credits 
available under the Small Business Development Corporation program 
and the Ontario Mineral Exploration program. 


CAPITAL TAX 
e Special Rules 


Page 4 of Interpretation Bulletin L-7R, mentions that 
the capital tax calculation for non-resident corporations is 
based on taxable paid-up capital employed in Canada, rather than 
the world taxable paid-up capital base used for Canadian corpor- 
ations. Paid-up capital employed in Canada for a non-resident 
corporation with business outside Canada is the greater of: < 


its taxable income earned in Canada capitalized at 8% and, 
its paid-up capital employed in Canada calculated as if 


Olea 


the corporation has no permanent establishment outside 


of Canada. 


The 8% capitalization does not apply to non-resident cor- 
porations whose business is carried on entirely in Canada. 
(See Information Bulletin L-7R for details as to the com- 


putation of "paid-up capital employed in Canada".) 


Taxable paid-up capital employed in Canada is the amount 
derived from this formula less the deductions for investment 
allowance, goodwill allowance and deferred Canadian exploration 
and development expenses described in Interpretation Bulletin 


L-10R. 


Each non-resident corporation which has interests in un- 
incorporated Canadian partnerships must include in its paid-up 
Capital employed in Canada its share of those partnership liabil- 
ities that would be included in the paid-up capital of a corpor- 


ation, based on its profit—sharing’ ratio. 


Similarly, 


the non- 


resident corporation's share of the partnership's investments is 
available for investment allowance purposes. 


The rate of capital tax for non-resident corporations is 
the same 3/10 of 1% that applies to ordinary Canadian corporations 
and the same 2-factor allocation formula provided for income tax 
purposes is used to reduce taxes in respect of taxable paid-up 
capital used in other Canadian provinces or territories. 


e Reduced Capital Tax 


Effective for taxation years ending after April 22, 1980, 
non-resident corporations may qualify for the flat $50 or $100 
capital tax (or a reduced tax based on the notch provision) which 
is payable by resident corporations under section 133a where 


taxable paid-up capital does not exceed $1,200,000. 


Non-resident 


corporations gualifying for this low rate of capital tax under 
Sectionel3sa(3) are not subject to the capital tax calculated 
However, in determining whether 
or not taxable paid-up capital exceeds $1,200,000, world paid-up 
Capital must be used instead of the Canadian branch paid-up cap- 


under the Special Rules above. 


Heal, 


NUMERICAL CAPITAL TAX EXAMPLE 


NON-RESIDENT CORPORATION 
CANADIAN BRANCH (A WHOLLY ONTARIO OPERATION) 
as at August 31, 1980 


Canadian bank term 
deposit - 120 days $100,000 


Inventory 400,000 
Bui tdang sat UCC) 300,000 
$800,000 


Accounts payable 
Home Office Account 
(including $80,000 
Rone .lOmeche .yedg) 


$200,000 


600,000 


$800,000 


— 


Paid-up capital employed in Canada: 
The greater of: 


(a) Taxable income earned in Canada capitalized at 8% is $80,000/ 
% equals $1 million; and rv 


(b) Paid-up capital employed in Canada otherwise calculated, that 
is, $600,000. 


Taxable paid-up capital employed in Canada: 


Paid-up capital employed in Canada 


calculated above Sit oGG 200 
Less: Investment allowance: 
S107 000 i 
$800,000 x $1,000,000 = $125,000 
Maximum claim is the cost of the 
investments (100,000) 
Sar 9007000 


Capital tax: 


At. 3/10, of, 12, with no, allocation, Loyorher 
provinces or territories Salt OO 


NOTE: 


In the above example, it is assumed that the world paid-up capital 
is greater than $1,200,000, therefore the corporation does not 
qualify for the reduced capital tax. 
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SUBJECT: Small Bysiness Tax Credit*‘en Depreciable Property 
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INTRODUCTION NOY OMPOSTLORT LIBKARY MATERIAL 


The Ontario Budget brought down on April 22, 1980 in- 
troduced an incentive to encourage reinvestment by small business 
PimtheslLovince. — Ureallows a, credqrt against Corporate income *tax 
of up to 20% of the cost of new or used depreciable property pur- 
Shasculdtealm Selength arcergnApril 22, 1980 and before, April, 23, 


PoemanoepuL Into business se: in Ontario .by the, corporation. 


This incentive was summarized in Information Bulletin 
Minoo me aoe beqislatiOm (bY). 53) to .add the new ysection 36b 
to The Corporations Tax Act, 1972 (the Act) became law on June 
17, 1980 and corresponding regulations (821/80) adding a new 
section 730 were filed on September 30, 1980. 


NOMENCLATURE 


The new incentive is referred to by the Branch as the 
Paice busSinesss tax Credit on Depreciable Property’. Its calcu- 
PacLonue ase snownwunder stem 10gen the €TS Schedule to the Corpor-— 
metoioe Las Retin clz2>., ..t shoula not be. confused with Ltem.9, 
the 4% "Incentive Deduction from Income Tax by Small Business 
EGnpOrae Ons. whic 15 solaamedsunder Section 36 of the Act, nor 
the federal "Small Business Deduction" and "Investment Tax Credit" 
Slatmeds underesections .125 and 127(5), respectively, .f the Income 
Tax Act (Canada). ; 


QUALIFICATION 


Tosgjualaevyectom thmshincentive, a corporationsmust be 
a Canadian-controlled private corporation eligible for the 21% 
federal Small Business Deduction under subsection 125(1) of the 
Income Tax Act (Canada). A corporation which has not exceeded 
iismeOtomebusiness limit but which cannot claim a deduction under 
subsection 125(1) solely because it has no income or no taxable 
income from active business (see paragraphs 125(1)(a) or (b)) is 
nevertheless considered to be eligible. Corporations eligible 
fone /22.federal, deduction under subsection 125 (1.1) (profes- 
sional, personal service and management service businesses) do 
Momus ey Por this incentive. 


CALCULATION OF CREDIT 


The credit to be claimed is the least of the following 
three factors: 


A - 20% of the cost of eligible depreciable property (as deseribed \ 
below); ; 


B - the greater of: 
I - $500, and 


TI - 20% of the Ontario income tax payable, after allocatyem 
on income eligible for the federal subsection 125(1) 
Small Business Deduction; and a 


C - the Ontario income tax payable after deducting the 4% Incentive 
Deduction for :-Small Businesses, the 1% Manufacturing and |Pre-s 
cessing Credit and the Ontario Foreign. lax, Croat. 


The maximum credit for any year is ‘$3,000. This occa 
under factor B-II when the corporation's federal Small Business 
Deduction is based on the maximum annual business limit of 
$150,000 (i.e. 20% of $1507 0008at) 10 cea socom 


Factor B-I ensures that a small business eligible for 
the federal subsection 125(1) Small Business Deduction which pur 
chases $2,500 or more in eligible depreciable property in the 
year will have its Ontario income tax liability reduced by at 
least $500 (or to NIL) regardless of @itseancome. 


PRORATION 


The limits set by factors B-II and C are reduced in 
years that straddle April 22, 1980 and April 23,..1962-)) Thesan. 
obtained under both of these factors is multiplied by X/3657ewieme 
"Xx" equals the number of days in the taxation year, abtere. ams 
22, 1980 and before April 23, 1982. Note that thisecatleulaeuag 
also serves to reduce the amounts available when the taxation year 
contains less than 11 months. No proration is necessary for a 
year that is more than 11 months if it does not straddle either of 
the above dates. 


YEAR OF CLAIM 

The credit is claimed for the taxation year in whicheche 
depreciable property is purchased notwithstanding that the property 
may not be used in Ontario until a later year. 


Theré is no carry forward” or Carry back Ormeau as credits. 


‘LIGIBLE DEPRECIABLE PROPERTY 


allowance (CCA) can be claimed under the AGt. Al lyCGAwe toe ee 


Depreciable property is property for which capital cost < 
qualify. Both new and used depreciable property is eligible. : 


BLIGIBLE PURCHASE 


An acquisition of depreciable property for CCA purposes 
is an eligible ypurchases for, purposes On them necentiyesonh yaar cet 
occurs by way of an arm's length purchase. The following trans- 
actions are not eligible purchases: 


@® purchases from related persons 


@e purchases of materials, components or parts to be used in the 
construction or manufacture of depreciable property 


e transfers from the corporation's own inventory 


@e rental payments (except as noted below under "LEASE OPTIONS). 


DATE OF PURCHASE 


The guidelines set out in Revenue Canada Interpretation 
Bulletin IT-50R for determining the date of acquisition of depre- 
Ciable property for CCA purposes will be used to determine the 
date of purchase for purposes of the Small Business Tax Credit on 
Depreciable Property. 


BLIGIBLE €COstTs 


The cost of eligible depreciable property is the pur- 
chase price and the related installation costs, excluding any 
legal, accounting, engineering and other fees incurred to purchase 
the property. ~ This cost as nobt- reducedsby, the, amountaervany, 
government grant, investment tax credit, or other government 
assistance relating to the purchase which generally reduces cost 
for capital cost allowance purposes. 


LEASE OPTIONS 


Rental of depreciable property by a lessee is generally 
not considered to be an eligible purchase for purposes of the in- 
centive. The corporation may, however, rent the property under 
circumstances which are classified under the guidelines set out 
in federal bulletin IT-233 as a purchase in determining eligibility 
for Capital Cost Allowances. In these circumstances the acquisition 
is eligible for the incentive credit. The eligible cost is the 
Capital cost of the depreciable property as described above. 


In other cases a corporation may exercise an option to 
purchase an asset already being leased. This will also be an 
eligible acquisition for this incentive if the option is exercised 
during the ‘qualifying period. ~The eligible costwill be. thésoptre 
PrECe? 


BLIGIBLE UsSis 


In order to qualify for the credit, the depreciable 
property mustebe suSseds bysthes corporation 1n Ontario forms ties uae 
pose of earning income from a business. However, it need not’ be 
used exclusively in the Province. 


"Use" in this context means the use for which the prop- 
erty was created and excludes the use of the property to earn 
mental incomes Onumto (Carry. out a “specified investment bttsiness" 
aemedetinedsins paragraph 125.6) (h)Pobrsthe income Tax Act (Ganada) . 


PARTNERSHIPS 


Depreciable property purchased and used by a partnership 
Mayevesc HaImeds Or cred. by anyeot the corporate, partners. The 
emigibbe costes divided among partners=ins proportion to their 
Probie ishaningsracios anwthe, partnership. 


BPPECT ON CAPITAL COST ALLOWANCE 


thesomall Business fax Credit on wDWepreciable Property is 
PeeECCOUCLION@GEOM=tax, | fO4 purposes Of subsection 13(7.1) of the 
tmcomeslax ACty (Canada) as made applicable for Ontario purposes by 
Secei1onel4 (i) gol thes AcE.) Theretore,, capital cost for federal and 
Ontario CCA purposes is reduced in the year in respect of which 
Eiemcredit i1svelaimed, by the amount of the credit claimed. 


Where the credit claimed is less than 20% of eligible 
depreciable asset purchases, it may be allocated to CCA classes as 
desired, provided that the amount applied to any class does not 
exceed) e Ol-theseligibple purchasescostsetomp athabeclhass. 


CIRCULAR CALCULATION 


In most cases the calculation of the credit will be 
straightforward. However, when the limiting factor is either of 
mecisoe Omens omelO0eC ton the Crs Schedule, the calculation can be- 
come complicated, especially if the credit calculated affects the 
CCA and income for the year which in turn results in a revised 
aroun eOtrecCrLedn tw) ins tuts situation, wasnotlonal ‘calculatirvon Sim- 
ilar to those described in paragraph 19 of federal Interpretation 
Bulletin IT-331 may be used to determine precisely the amount of 
the credit. 


NUMERICAL EXAMPLE 


PeconpoOratilonew tomlO0 cee LlocatlonecoFrOntardo has a short 
Ba atVonmeyean beqinningseAprii Il e1980sandsendingspecember 31, 1980. 
The eligible costs of depreciable property purchases after April 
VemmeLoolmace. s!0,.000, the same as capital costs for Capatal Cost 


Allowance purposes (class 29 — $6,000; class 3 — $4,000). Income 
Eomuene= year bepore CCA is 650,000 all@ortwhrch = qualifies for the 
De eincentive Decuction from Income, Tax by Small Business.” The 


Couporation as entitled to a 7% federal’ Investment Tax Credit on 
these assets. 


SOlmtion — To ease the calculation of theySmali™ Business 
Tax Credit on Depreciable Property the following steps may be used: 


Geicalculate .cne, notional CCA 
(PO mecalcilatethercredit as indicated in Itemel0 Ofethe CLS Schedule 


Pmoalculates nevactual CCAsusing a) cost base reduced byaetnws Credle 
(4) calculate the Ontario Income Tax Payable as indicated on Item 4 
Of chem ClZ je return. 


Approximate Calculation (excerpt from 1980 CT23 Tax Return and 


CTS Schedule) 
(Guide 2 


(Record Dollars only) 


Ontario Allocation 


Taxable Income 


eps 46,595 X oo 10 ON 5196 AX Rs 14 9G eee ee eee ree = ms 6,523 00 
23 33 | 
OR 
Non-Capital Loss F 
For Carry-Back Only [Less: Incentive Deduction by Small 
Business Corporations under 
an nes redera!si25it) [x] or .12st.11 |] : 
Enter Nil in E&B oa j 
| check applicable box 1863 
from EXY H3$ Seer | 
a” F 
Small Business Tax Credit 
on Depreciable Property (icclie 112 en 13 644 pRoce elec Om 
ry) + 4s minus 
Manufacturing and (—) 
Processing Profits Credit from FES NS NIL \ 
a | 
| 
Ontario Foreign Tax Credit Eas NIL 
sé 6s 
| 
Credit for Investment in Small | 
Business Development Corporations > | 
Eligible Credit | 
Credit SL¥$ claimed KN$ NIL , 
ee kA 
OMEP Credit + v 
Eligible Credit N = 
Credit HY $___________ claimed ENS _ ee = 20) cea A Ly 
Income Tax a» 21 | S ee Om eee 00: 
to §J 


10. Small Business Tax Credit on Depreciable Property [emrrec)) Least of 


gas 10,000 xX 20% = 96 Fs 2,000 00 


A — Cost of Eligible Property Purchased 


B — Greater of !orll: If the length of the taxation year is more than 11 months but 
less than 365 days, do not prorate for short taxation year 


I $500. <P ACS Sei eee en ee ee ee eee ¢ 500 | 
| 
I 20% of amount of tax that would be payable after | OR 
allocation, calculated on income eligible for Federal | | 
Small Business Deduction under Federal s.125(1). OR 
| 
| | 
198 Ks AWS) ANG) xX 10% = ES A 640 5 | 
191 va 93 | to a 
No. of days v M 
in taxation year . 
100K} 4,647 . x 20%x after mm 253 +365 - Gas 644 0353 644 00 
m April 22, 1980 | 
from but before 
April 23, 1982 
C — Ontario Income Tax Payable after Deduction of Incentive Deduction by Smal! Business Corporations, Ob 
Manufacturing and Processing Profits Credit and Ontario Foreign Tax Credit. | 
1105 | 106) m3 | 
| 
5 6705 (s 105 9 cee Lhe eameneL Te +s 4,646 | 
from from Eka rom Ea from EES to HE) v 
No. of days in 
taxation year after 
LO3F 4,646 © x @ Aprii22,1980bur POD 253s gs )- am s 3,220  .00 
from E23 before April 23, 1982 is 
4 
Small Business Tax Credit on Depreciable Property — Leastof ES , 14 o GE- Es 644 .00 


NOTES 

Box 98: 50,000 - 3,534 (notional CCA) = 46,466 Box 8: 50,000 - 3,405 (actual 
104: 46,466 x 14% = 6,505 CCA) = 46,595 
105: 46,466 x 4% = 1,859 12: 46,595 x 43 = 1,863 


Notional Capital Cost Allowance Schedule (Before Credit) 


CCA UCC 
December 31, 
, 1980 
Undepreciated Federal ends 2 am Le ‘ ) 
Capital Cost Investment Ignoring Small Business & 
(UCC) Tax Credit Tax Credit on Depreciablé 
April 1, 1980 Additions at 7% Property 
Class 8 NIL 4,000 (280) 377 20%) 2027 27976 
= (744) 
Class 29 NIL ~ 6,000 (420) DyOoURGm OU. 2, 190 
= (2,790) 


NIL 10,000 (700) (3,534) Bi OG 


Final Capital Cost Allowance Schedule (Reflecting Credit) 


Small Business 


Tax Credit on CCA UCE 
Depreciable December 31, 1980 
Property SSS SSS SS SSS 
UCC before (calculated Considering Small Business Tax 
CCA as above above) Cred om Depreciablereropenty 
Class 8 Site 0) (644) * 3,076 @ 20% 2,461 
Class 29 5,580 NIL (2,790) 2,790 


9,300 (644) (3,405) Dy peep 


Serer oop OC dems oO 0rCan soe dt tributed. tOgClasseo sourchases; 
deducting the credit against Class 29 would reduce the maximum 
ECApGlal menor Bthe yeateto 005,560 "— 9044) “x1 502) sto, 20 x. 203) 
tS Sd bi >. 


Precise Calculation 
Further calculations may be performed using a CCA of 
S340 5mrathern than the notional $3,534.used above. » item 10 B-1Il 


becomes: 


C50 000e—-m37405)exel0s xh20%e% 253 98—Beo46 
Ge 


As can be seen, the gain in precision of repeating the 
calculations is minimal. 


i) 
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NON-RESIDENT Se ee MATERIAL 


SUBJECT :s"Colilection of Tax Payable by Non- -Résident®: Entertainers 
- Section 148a and ese CLO vs Se, 


=i 


INTRODUCTION , 


“a 
Sp, 


Incorporated non-resident entertainers. that, Are deemed 
to maintain a permanent establishment in the Provineé under the 
provisions of section 7(8) of the Act are now subjected to with- 
holding of Ontario corporations tax at source. 


DEEMED PERMANENT ESTABLISHMENT 


Non-resident corporations that produce or present any 
form of entertainment by means of a performance on a public stage 
or in an auditorium or other public place in Ontario in a taxation 
year are deemed to have maintained a permanent establishment in 

) the Province by section 7(8) of the Act. 


WITHHOLDING 


Section 148a of the Act requires persons making payments 
to such corporations to deduct 5% of those payments on account of 
the non-resident's Ontario corporations tax instalments payable 
to the Province. The person making the deductions is also re- 
quired to forward the amounts withheld to the Branch together with 
a quarterly report (see below). No legal action can be taken by 
an entertainer or producer against any person making such a with- 
holding in intended compliance with the Act. 


NON-COMPLIANCE 


Any person making a payment to an incorporated non-res- 
ident entertainer or producer who fails to deduct the 5% is liable 
to pay that amount plus accrued interest for late remittance to 
the Province. He is then entitled to recover that payment from 
the non-resident, 


A person who withholds but fails to remit the 5% is, in 
addition, liable for a penalty of 10% of the amount of the with- 
holding or $10, whichever is greater. 


Wi BFFECTIVE DATE 


The withholding provision applies in respect of all 
public entertainment performances presented in Ontario on or 
after May 18, 1979. The first quarterly report and payment of 


withholdings to the Province related to the period ended June 
30, 1979 and was due on or before August 31, 1979. 


The required "Non-Resident Corporation Remittance" re- 
port form is available from Tax Roll Unitvorythe Branch blocs 
Street West, Toronto, 12th Floor, Telephone (416) 965-1004). tg 
is reproduced on pages 5 and 6. 


ASSESSMENT 


After the corporate entertainer or producer has filed 
a CT23 Tax Return with the Branch for the taxationsyear,. tncanou. 
resident corporation will be assessed and all amounts forwarded 
in its name will be applied to its account. Any balance remain- 
ing to the corporation's credit will then be refunded. 


GUIDELINES FOR ONTARIO ENTERTAINMENT PROMOTERS 


Promoters should be aware of resident or non-resident 
status of the entertainers and producers they promote in Canada 
since they are required to file a "Confirmation of Offer of Em- 
ployment" form with Employment and Immigration Canada in respect 
Of ethes latter group. 


The following guidelines are provided to assist pro- 
moters of entertainment in Ontario to determine whether non-res- 
ident entertainers and producers are corporations: 


(a) Does the non-resident individual have a corpor- 


ALLOne. « 


(b) Is the contract signed on behalf of a non-res- 
ident corporation? 


(c) Are payments to be made to a non-resident cor- 
poration or are payments to be deposited in the 
account of a non-resident corporation? 


Should any of the above questions be answered in the 
affirmative, it will be necessary to withhold an 
amount as required under section 148a of the Act. 


Should all of the above questions be answered in the 
negative and should the promoter have no other reason 
to suspect that the non-resident entertainer or pro- 
ducer may be a corporation, then no withholding under 
section 148a is required. 


Where credible answers to the above questions cannot 
be obtained or where a person making a payment to a 
non-resident cannot determine whether the person to 
whom the payment is being made is a corporation, he 
should obtain a signed statement from the entertainer, 
Or producer (not his agent) in the form shown below. 
If he cannot obtain the certification, he should with- 


hold tax. q 


UV 


@e Signed Certification to be obtained from the non- 
resident individual 


"TO WHOM IT MAY CONCERN 


Ky FRCCECL EY et late rdOmnOtecon— 
FULL NAME (PRINT) 
trolwdrrectly . Oc indirectly, any ‘corporation 
which presents or produces any form of entertain- 
ment on a public stage within or outside Canada; 
and the proceeds earned from the attached enter- 
tainment contract flow only to me and no corpor- 
ation has any interest in these proceeds other 
than as agent." 


SIGNATURE 


The statement should be forwarded with a copy of 
EiewCONntLLACE EtOmLhis Brancheco, the, attention of 
the Audit Section. No withholding is required 
when this certificate is obtained. 


e Caution 


Before signing the statement the entertainer must 
be made aware of the implications of false state- 
ments under the provisions of section 146(3) of 
MnewConporatrtons, lax Act, 1972, whiche read in> part 
as follows: 


"(3) Every person who has, 


(a) made, or participated in, assented to or 
acquiesced in the making of, false or de- 
ceptive statements in a return, certifi- 
cate, statement or answer delivered or 
made as required by or under this Act or 
the regulations; 


(a 


(d) wilfully in any manner evaded or attempted 
to evade compliance with this Act or pay- 
ment of taxes imposed by this Act; or 


(e) conspired with any person to commit an 
offence described by clause a tod, 


USsequilty of an offence ‘andy ngaddieioneeo 
any penalty otherwise provided by this Act, 
is liable on summary conviction to a fine of 
not less than-$25 and not more than $10,000 
plus, in an appropriate case, an amount of 
not more than double the amount of the tax 


that should have been shown to be payable or 
that was sought to be evaded, or to imprison- 
ment for a term of not more than two years, 
or to both fine and imprisonment." 


CORPORATIONS NOT AFFECTED 


It should be emphasized that these withholding pro- 
visions apply only to incorporated non-resident entertainers 
Or producers that are deemed to maintain an Ontario permanent 
establishment by virtue of section 7(8) of the Act. Although 
an admission fee need not be charged, there must be a live, 
public performance in the Province for this provision to apply. 
Non-resident corporations involved in the production of feature 
films or videotaped television commercials, for example, are 
not subjected to withholding since their public performances 
are on film or tape rather than being live. On the other hand, 
a non-resident corporation providing entertainment to patrons 
of a public restaurant would be subjected to withholding, even 
if no cover-charge applied. 


REFUNDS 


Persons on whose behalf withholdings have been remit- 
ted to the Province who were not liable and are not otherwise 
liable or are not about to become liable to pay Ontario corpor- 
ations tax may obtain a refund by applying to the Branch in 
writing within two years from the end of the calendar year in 
which the amounts were remitted. 
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NOTE: 


Guidelines 


REQUIREMENTS — Any person making a payment to a non-resident corporation as consideration 
for the production or presentation of any form of entertainment is required by Section 148a to 
withhold 5% of the payment and remit the amount to the Treasurer of Ontario on behalf of the 
non-resident corporation’s taxes payable under The Corporations Tax Act, 1972. 


NON-RESIDENT CORPORATION — A corporation incorporated under the laws of a jurisdiction 
outside Canada. 


WHETHER THE NON-RESIDENT IS A CORPORATION — In determining whether a non-resident 
is a corporation the following guidelines should be used: 


(a) Does the non-resident individual have a corporation; 
(b) 1s the contract signed on behalf of a non-resident corporation; 


(c) Are payments to be made to a non-resident corporation or are payments to be deposited 
in the account of a non-+esident corporation. 


(d) Where a person making a payment to a non-resident cannot determine whether the person 
to whom the payment is being made is a non-resident corporation, he should require the 
person receiving the payment to affirm in writing that the payment is not being made to a 
non-resident corporation. 


ENTERTAINMENT — For the purpose of Section 7 (8) of The Corporations Tax Act, 1972, 
entertainment is interpreted as a live performance, such as singing, dancing, etc., presented on a 
public stage for which there is an admission charge. 


FILING — The report together with che amount withheld is to be filed with the Corporations Tax 
Branch, Queen’s Park, Toronto, Ontario M7A 1Y1 within two months of the end of each calendar 
year quarter. 


LOSS — Where a non-resident corporation will not have any taxable income from its performance(s) 
in Ontario, it should submit, prior to its performance(s) in Ontario, to the Corporations Tax 
Branch a statement of its estimated revenues and expenses. If this statement is acceptable to the 
Corporations Tax Branch, a letter will be issued to the person that is required to withhold the 5% 
amount informing him that no amount or that a lesser amount should be withheld. 


No action lies against any person, by the non-resident corporation, for deducting or withholding 
any sum of money in compliance or intended compliance with Section 148a. 


These guidelines are by no means exhaustive and due care should be exercised in each case. 


10. 


11. 


12. 


183, 


Instructions for Completion 


NAME AND ADDRESS OF PERSON REMITTING PAYMENT — Indicate the complete name and 
address of the person or corporation that has withheld and is remitting the required amount. 


COVERING THE PERIOD — The report is to be filed for three-month periods commencing on 
the first day of January, April, July and October and ending on the last day of March, June, 
September and December, respectively. 


PAGE OF — If more than one page of the report is required, indicate each page number 
and the total number of pages. 


NAME OF NON-RESIDENT CORPORATION — Indicate the complete name of the non-resident 
corporation for which the amount is being remitted. 


MAILING ADDRESS — The complete mailing address of the non-resident corporation. 


ONTARIO CORPORATION TAX ACCOUNT NUMBER — Indicate the non-resident corporation's 
account number if available. 


TAXATION YEAR-END — Indicate the taxation year-end of the non-resident corporation. 


PERIOD OF PERFORMANCES — The date(s) of the performance(s) presented or produced by 
the non-resident corporation. 


TOTAL PAYMENT — The tota!l amount of the payment(s) made to the non-resident corporation 
in Canadian dollars. 


AMOUNT WITHHELD — 5% of the total payment made to the non-resident corporation in Cana- 
dian dollars. 


TOTAL — The totals of the Total Payment and the Amount Withheld for each page submitted. 


TOTAL AMOUNT REMITTED — The total of the amounts remitted on behalf of the non-resident 
corporations. Complete only on the last page of the report if more than one page. 


SIGNATURE OF AUTHORIZED PERSON AND DATE -— The signature of the person that is 
making the remittance. 
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SUBJECT: ALLOCATION OF INCOME 


INTRODUCTION 


This Bulletin describes some factors that are 
considered in determining whether a corporation has a 
permanent establishment in a jurisdiction. The bulletin 
further describes factors used in determining "gross 
revenue" and "Salaries and wages" for allocation purposes 
and the special formula which is used for Finance, Trust 
and Loan corporations. 


EXISTENCE OF A PERMANENT ESTABLISHMENT 


In addition to other situations, a corporation 
has a permanent establishment in a jurisdiction if any of 
the following apply: 


e an employee who has authority to contract on 
behalf of the corporation, is able to bind the 
corporation in most sales transactions, and 
exercises this authority repeatedly; 


® there is an agent (other than an independent 
agent) with authority to contract on behalf of 
the corporation; 


© an employee or agent has a stock of merchandise 
owned by the corporation from which he regularly 
fills orders which he receives. "Regularly" 
means conforming to an established pattern. A 
permanent establishment exists even if only a 
small percentage of the total sales in a province 
were filled from the stock within the province; 


@ a showroom where orders are normally taken is 
classed as an office and hence a fixed place of 
business of the corporation; 


e there is an office of the corporation in a sales- 
man's residence; 


the corporation uses substantial machinery or 
equipment, inkthe qurisdiction.~ This “setersmua 
use by the corporation itself, not by a sub- 
contractor engaged by the corporation. 
"Substantial" means substantial to the job being 
done, i.e. could the job be performed without the 
equipment no matter what the size or cost. 
Machinery and equipment of a leasing business 
does not qualify as a permanent establishment. 
The equipment must be for the company's own use 
and not merely for rental; 


the corporation is a member of a partnership, 
including a limited partnership, and the partner- 
ship has a permanent establishment in that 
jurisdiction. 


BUS AND TRUCK OPERATORS 


In the case of bus and truck operators the 


following circumstances do not constitute a permanent 


establishment: 
® driving through aojumisdveeron; 
é holding a permit or a license to operate ina 
JUurYsdiecti1on, 
8 use of a warehouse or depot that is not owned nor 
rented and controlled by the corporation, 
® 


loading and unloading trucks in a jurisdiction: 


Allocation must be made only to those juris- 


dictions where a permanent establishment is maintained. 


GROSS REVENUE FOR ALLOCATION PURPOSES 


BeOvienwe.: 


The following items should be excluded from gross 


volume discounts received from suppliers, 


discounts earned for early payment to the 
suppliers, 


proceeds from the sale of scrap where this 
activity is not the principal business of the 
corporation, 


reimbursement for out-of-pocket expenses. Such 
reimbursements should reduce the appropriate 
expense, 


2 


® retail sales tax and other similar taxes such as 
export taxes for which the corporation is acting 
solely as a collector. 


Volume discounts paid to customers (other than 


lump-sum payments at the end of the year) should be 
deducted in arriving at gross revenue. 


SALARIES AND WAGES FOR ALLOCATION PURPOSES 


Salaries and wages are allocated to the permanent 
establishment to which the employee is attached even 
though he may sometimes travel to perform duties 
elsewhere. 


Taxable benefits paid to officers and employees and 
allowed as a deduction to the corporation are to be 
included in salaries and wages. 


Commissions paid to an independent agent are not 
included in salaries and wages. 


Fees paid to directors who are not employees should be 
excluded from salaries and wages. 


ALLOCATION OF GROSS REVENUE: 


FINANCE, TRUST OR LOAN CORPORATIONS 


@ Trust and loan companies use a special formula in 
allocating taxable income and taxable paid-up 
capital which includes gross revenue only and 
excludes salaries and wages. 


e A corporation that is not registered as a trust 
or loan corporation whose principal business is 
the making of loans must use this special 
formula. 


@ Finance and acceptance corporations whose 
principal activity is discounting commercial 
paper as opposed to direct money-lending, are not 
considered to be loan corporations and must use 
the normal formula, using both gross revenue and 
salaries and wages. 


® Subsection 302(8) of the regulations under the 
Corporations Tax Act (Ontario) excludes income 
from certain types of property from gross revenue 
for allocation purposes. However, this provision 
does not apply to a corporation using the special 
g@llocaticon tormula for Trust and Loan 
Corporations. In such cases the property income 
is considered to arise from the taxpayer's 
business and therefore forms part of gross 
revenue. 


PUBLISHING CORPORATIONS 


@ Advertising revenue is allocated on the basis of 
units of circulation in a jurisdiction. 


e Circulation revenue is allocated on the basis of 
destination of shipment of publications. 


ry Other revenue is allocated on the same basis as 
regular sales. 


LEASING CORPORATIONS 


Gross revenue is allocated to the office that 
negotiates the lease. 


PERMANENT ESTABLISHMENT - PART OF THE YEAR 


If a permanent establishment exists for any part 
of a year, the gross revenue for the whole year arising in 
that jurisdiction should be allocated to that permanent 
establishment. 
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SUBJECT: Management Fees, Rents, Royalties, Rights, etc. 
Subsections 12(6), 12 (6a) 


GENERAL 


Subsection 12(6) of the Corporations Tax Act 
provides that 5/15ths of management fees, rents, royalties and 
Similar payments to a non-resident with whom the corporation 
is not dealing at arm's length are to be included in income. 


1982 BUDGET AMENDMENTS 


Pa iegt aoc baprer 107) 5.0. 1982) made two amendments 
regarding these types of payments, effective for payments made 
Secor Maye lo, Loos, 


d Firstly, where the non-resident recipient has 
included the payment in taxable income earned in Canada, the 
add-back is not required. Previously, the add-back was not 
required as long as the non-resident was liable for Ontario 
Corporations taxes. 


Secondly, subsection 12(6a) was added to deal with 
5/15ths type payments that are channelled to non-residents 
through other provinces. The provision will apply where the 
payment is made to a related person in another province and 
that person, directly or indirectly, makes a payment to a 
non-resident person who is related to the Ontario payor 
corporation in respect of the service provided to or property 
used by that Ontario payor corporation. 


CHANGE IN RATE - BILL 38, 1983 
Pvinwope(ChapteLr 2%, .o.0, L983); Changed the portion 


of payments to related non-residents to be included in income 
Brom 5/t4ths to 5/15ths after May 10, 1983. 


oe 


For the taxation year that straddles May 10, 1983 
this change applies on a pro-rata basis. 5/14ths of the 
payments in the year should be prorated for the number of days 
before: May “11,°1983 and%5/15ths. for. the *number ;ofidayseatter 
May 10, 1983. The aggregate of the two amounts should be 
included in income. 


CLASSES OF PAYMENTS 


Payments which must be partially brought into income 
under these provisions fall into the following categories: 


a) Management or administrative fees or charges. 
b) Rents, royalties or similar payments. Examples are: 


e@ know-how payments for special knowledge, skill or 
techniques, 


e technical fees for the use of confidential technical 
informatvon, 


@ payments for the use, in Canada, of any property, 
invention, trade mark, design or model plan, secret 
formula, process, trade name or patent, 


@® certain payments for services of an industrial, 
commercial or scientific character performed by a 
non-resident person, 


@e certain payments made to a non-resident to ensure that 
property or information will not be used by the 
non-resident or any other person. 


c) A right in, or to the use of motion picture film, or films 
or video tapes for use in connection with television, that 
have been or are to be used or reproduced in Canada. 


SCOPE OF INCLUSION IN INCOME 


Amounts in these categories must be included in 
income when they are paid or payable to non-residents with 
whom the corporation is not dealing at arm's length. 


They are to be included in income in the same 
taxation year in which they are subjected to federal with- 
holding tax under paragraphs 212(1) (a), (dad) or (e) or sub- 
section 212(5) of the Income Tax Act (Canada). 


~~ 


PAID OR PAYABLE 


Amounts are considered to be paid or payable when: 


@® monies have been forwarded in the form of cash, cheque, 
money order or bank draft; 


@ cash has been deposited in a special bank account in favour 
of the payee who can draw upon it at any time; 


@ a legal obligation to pay has been incurred and the 
corporation has disclosed the liability in its books of 
account and balance sheet. 


For this purpose the Branch follows the guidelines 
outlined in Information Circular No. 77-16R, dated May 4, 
1981, published by Revenue Canada. 


FILING REQUIREMENTS 


The inclusion in income of 5/15ths of these payments 
to non-residents should be shown on the schedule reconciling 
net income per books with taxable income for Ontario purposes. 
The amounts should be added to income in arriving at taxable 
income 


Copies of federal forms NR4 Summary and Supplemental 
filed with Revenue Canada in respect of these payments should 
be attached to the CT23 return. This will avoid requests for 
these forms at a later date. 
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Subject: Capital Tax Implications of Rollovers 


INTRODUCTION 


The Income Tax Act (Canada) (ITA) contains 
provisions to permit a deferral of income tax in certain asset 
transfers (i.e. "rollovers"). The tax effect of the 
transaction on the vendor is deferred and assumed by the 
purchaser. This Bulletin deals with the capital tax, as 
distinguished from the income tax, implications of assets 
being transferred (rolled over) to a corporation. 


Ontario is generally tied-in with the federal 
rollover rules for income tax purposes. However, a taxpayer 
may elect a different amount than that used for federal 
purposes within the rollover rules, to ensure a deferral of 
Ontario income tax. There are no corresponding capital tax 
provisions to permit a deferral of Ontario capital tax or the 
transfer of the vendor's capital tax position to the 
purchaser. 


SECTION 85 ITA ROLLOVERS - PROPERTY TRANSFERRED TO CORPORATION 


Section 85 of the ITA provides special rules that 
establish the tax values of assets that are transferred to a 
taxable Canadian corporation by an individual, a partnership 
Or a corporation. A joint election is made by the transferor 
ang, the corporation.. .Consideration for the assets transferred 
Musteinclude chares in ithe worporation., [he value of, the 
shares as shown on the balance sheet is included in paid-up 
capital. There is no provision within the Corporations Tax 
Act to reduce this amount for capital tax purposes where the 
value of the assets received as consideration for the shares 
issued differs for tax and book purposes. 


Different Depreciation Booked and Capital Cost Allowance Claimed - Clauses 
54(3)(b) and (c) 


A corporation is required to includeyin paid-up 
Capital any amount by which the value of an asset has been 
written down and deducted from income or retained earnings if 
that amount is not deductible in computing income for tax 
purposes. Accordingly, the excess of accumulated depreciation 
booked over accumulated capital cost allowance claimed for 
income tax purposes must be included in computing paid-up 
Capital. Conversely, the excess of accumulated capital cost 
allowance claimed over accumulated depreciation booked is 
deducted in computing paid-up capital. Further information on 
this subject is contained in Interpretation Bulletin number 
L=-9R*. 


A similar adjustment to paid-up capital may apply 
where depreciable property is rolled over to a corporation 
under section 85 of the ITA, but only in so far as the amounts 
are deducted by the acquiring corporation itself. No 
adjustment should be made for the difference in accumulated 
depreciation and accumulated capital cost allowance deducted 
by the former owners. The reason for this is that surplus has 
not been transferred to the acquiring corporation and an 
adjustment to restore surplus to a tax position is not 
necessary. The amount relevant for capital tax adjustment is 
actual C.CrA. deducted) andenote any. G7. o. OcCemec nm trOenavie= been 
claimed for income tax purposes. 


Depreciation Adjustment - An Administrative Concession 


Where the acquiring corporation reflects the asset 
at fair market value in its financial statements but jointly 
elects a lesser amount under s.85 of the ITA (for example, the 
undepreciated capital cost to the vendor), the difference is 
not deductible from paid-up capital. However, as an 
administrative concession (see Interpretation Bulletin L-16), 
the acquiring corporation is allowed to amortize the 
difference between the financial statement value and the 
U.C.Cevatethe ertective rate. uscdmtoscl a) nmeCr Cohen a salls 
the CC. A. rate obtained by dividingugthes eG, Gent latmed Dyserne 
undepreciated capital cost on which it is based (i.e. C.C.A. 
claimed for the year 3 U.C.C. before C.C.A. claim). This 
concession applies to reduce paid-up capital for capital tax 
purposes only. The adjustment is calculated on a cumulative 
annual basis. 


The same concession also applies to eligible capital 
expenditures which are being written-off for income tax 
purposes. In such cases, the acquiring corporation may 
amortize the difference between one-half of the amount booked 
and the amount elected for income tax purposes at the 
effective rate used for claiming the deduction for cumulative 
eligible capital (not exceeding 10%), on a cumulative basis. 


if} oe 


Where no C.C.A. or amortization of eligible capital 
expendi CULCSHi sec laimederoOn incomel tax purposes, no 
depreciation adjustment is allowed for capital tax purposes. 


SECTIONS 87 AND 88 ITA ROLLOVERS - AMALGAMATION AND WINDING-UP OF A 
SUBSIDIARY 


ASSetsmMiayed !sSOmbenTOltedrover sto a new corporation 
created as a result of an amalgamation (section 87 of the ITA) 
Ore Ora spas ent COLpOratlOnmLoO 1) OWLUGEWINGING—Up Of a 
SUDSIGvary= (SecClOnessnOretnewl EA). (in such situations the 
acquiring corporation may report the assets at a higher value 
or at the book value of the predecessors or subsidiary, as the 
case may be. 


e@ Assets Transferred at Values Higher than Previous Book Values 


Where the acquiring corporation reports the assets 
at a value higher than the predecessors/subsidiary's book 
values, that higher value is recognized for capital tax 
purposes. In such cases, the acquiring corporation is allowed 
a concession in the same manner as the concession for s.85 
rollovers. 


e@ Assets Transferred at Same Values as Previous Book Values 


Where assets are transferred at the predecessors/sub- 
Ssidiary's book values, the acquiring corporation is allowed to 
carry forward the differences between accumulated depreciation 
booked and accumulated capital cost allowance claimed by the 
predecessor corporations. In such cases, the concession is 
not allowed to the new/parent corporation. 


Under these rollover transactions, the surpluses 
(retained earnings) of the predecessor/subsidiary corporations 
may be transferred to the continuing corporation. In such 
cases, surplus adjustments of the predecessor/subsidiary 
corporations should be carried forward to the new/parent 
corporation for purposes of adjusting its paid-up capital. 


SECTION 97 ITA - CONTRIBUTION OF PROPERTY TO PARTNERSHIP 


Assets transferred to a partnership may be reported 
for financial statement purposes by the partnership at a value 
higher than the elected tax value. In such situations, the 
foregoing principles should be used to determine if the 
concession will apply. 


TAXPAYER ENQUIRIES 


Taxpayers who require further clarification of 
matters discussed in this Bulletin can contact the Tax 
Specialists section of the Corporations Tax Branch at: 


33 King Street West 

Oshawa, Ontario 

L1H 8H6 

Telephone: )(416)) 433-6513 
Torontoeslines 1965-1160 sExty 65 13 


Sonn taxBrncs —- [Nterpretatio 


Ontario 
George Ashe 


ree Bulletin 


Deputy Minister 


L-14R November 24, 1981 


Les bulletins sont disponibles en francais sur demande a la Direction de l’impdt sur les corporations, 
Ministére du Revenu, Queen's Park, Toronto, Ontario M7A 1Y1 Téléphone: 965-1160 


SUBJECT: Family Farm/Family Fishing Corporation - 
Paprtcaliifax 


Cf LO NOTE: Legislative References are to the Corporattons 

fp swe lar Ac’. Oho 20. 1960 

Tr | CAPITAL TAX - $50 (Subsection 63(2), the Corporations 
Tae ACG, th 540.2 1980) 


Subsectione63 (2) s(previously.~Section 135 (2). of The 
Copporationse lax Ace; 19/2) -provides«for,the .payment of an 
annual capital tax of $50 by corporations which qualify as 
Pama V taitwecorpOratcions, or family, fishing,.corporations..— the 
flat $50 tax is payable in lieu of tax computed at the regular 
rates that would otherwise apply. It is effective for tax- 
] i ation years ending after April 9, 1974 for family farm . 
corporations and for taxation years ending after April 22, 
LISORLOr Lamily fishing .copperations. 


Changes have become necessary as a result of the 
coming into force of Bill 79/81 which received Royal Assent on 


October 30th, 1981 to legislate amendments to the Corporations 
Tawencte proposed. inethe Ontario Buaget or May 19, 1981. 


QUALIFICATION (Clauses 141) (d), {e)) 


mM ~ 7 AA 4 raAF £. sepa ta) 702 
Taxation years ending after Mav 19, 1981 


Each of the following conditions must be met by 
a corporation throughout a taxation year to qualify 
aswas homily sarm (fashing)s corporation: 


@ the corporation must carry on the business of 
Erarmiig amet using») fin, Ontarrostnrough: the 
employment of a shareholder or a "member of his 
family" actually engaged in the operation of the 


business 


@e all the issued, voting shares collectively should 
be owned by 


e One individual alone, or 
@e One individual together with members of his 
family 

e Both the individual and those members of his 
family must be ordinarily resident in Canada 

@e At least 75% of the net book value (excluding 
appraisals) of the assets must be "farming assets 
("fishing assets") 

e Mortgages taken back on the sale of farm land, 
buildings, equipment, machinery, and live stock 
qualify as farming assets, if the other farming 
assets, as defined, are not less than 50% of all 
assets. 


; es 5) Ana 1 47 pos 
Taxatton years ending on or be 


In order to qualatiyvasva family tarm/ , fishing 
corporation, at least 95% of the net book value 
(excluding appraisals) of the assets must be "farm- 
ing assets" ("fishing assets") and mortgages taken 
back’‘on the sale of farmland dco not qualwty as 
farming assets. 


FARMING (Clause 1(1) (b)v 


Farming includes the following operations: 


@e tillage of the soil 

@e livestock raising or exhibiting 
@ raising of poultry 

® age farming 

e dairy farming 

@ fruit growing 

@e the keeping of bees 


e sharecropping in those cases where the landowner 
assumes an appropriate share of the farming risk. 


The maintaining of horses for racing is excluded 
from the definition for purposes of defining a family farm 
Operation. 


FISHING (Clause 1(1)(a)) 


The definition of fishing provided in subsection 


248(1) of the Income Tax Act (Canada) is adopted for Ontario 
purposes. 


Rone ludessin Shing Om Or Catching 


e shell fish 
e crustaceans, and 
@e marine animals. 


EMPLOYMENT OF A SHAREHOLDER OR MEMBER OF HIS FAMILY 


The shareholder or family member should be an employee of 
the corporation. This means that he should be performing 
some service for which he is entitled to salary, wages or 
other remuneration paid by the corporation. 


The shareholder or family member should be employed full- 
time by the corporation in the operation of the business. 

If he holds a full-time job elsewhere and employs a manager 
Or gives directions on a part-time basis on what work should 
Dewcarmred out, the business would not qualify as a family 
foavieCapeltil On mm cantly to Siling ‘COnpOraAtLTOnN. 


The services performed by the shareholder or family member 
should be farming or fishing services, e.g. supervising 
employees or operating implements and not just bookkeeping 
Or advisory services. 


Farming assets of a family farm corporation are 


generally those assets that would normally be used ina 
LaApmingeOoperation., These are: 


cash, trade accounts receivable, supplies and inventory of 
farm production 


land, buildings, equipment, machinery and livestock that are 
used chiefly in the farming operation 


eecovernment, right of Licence that permits or regulates the 
production or sale of any farming commodity 


the residence of the shareholder or any of his family 
engaged in the operation of the farm if the residence 
VS on of contiguous to land’ used inthe farming: operation 


e investments in shares of, or loans and advances to, another 
family farm corporation. 


Other investments such as bonds and shares of 
corporations (except other family farm corporations) do not 
qualify as farming assets. 


FISHING ASSETS (Clause 1(1)(g)) 


Fishing assets of a family fishing corporation are 
generally those assets that normally would be used in a 
fishing operation. These are: 


e cash, trade accounts receivable, supplies and inventory used 
in the fishing business by the corporation 


e land, buildings, boats, ships, equipment, machinery and nets 
that are used chiefly in the operation.of the fishing 
business by the corporation 


® any right or licence granted or issued under any Act of the 
Legislature that permits or regulates the catching or sale 
of fish 


e investments in shares of, or loans and advances to, another 
family fishing corporation. 


In some cases a farmer will carry on mixed oper- 
ations such as the growing of produce and the sale of sand and 
gravel removed from the farm property. Farming equipment 
. (e.g. tractors, trucks) may be used in both operations. These 
assets will still qualify as farming assets providing they are 
used primarily in the farming operation. 


The above will also apply to fishing assets where 
mixed operations are carried on. 


Members of a shareholder's family include: 
@ spouse 
e children 
e father, mother, brothers, sisters, nephews or nieces 


@ uncles, aunts or cousins 


e fathers-in-law or mothers-in-law, brothers-in-law or 
Sisters-in-law or their children 


e sons-in-law or daughters-in-law 
e grandfathers or grandmothers 


@ persons adopted under The Child Welfare Act or the spouse or 
any lawful descendant of such person. 


aon A ee PS ee 
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Family farm corporations and family fishing corpora- 
tions are required to pay the ordinary rates of Ontario 
COorpoLraclOns .tax, On acaxable income, that “is: 14% (reduced to 
10% on small business income, and to 13% for farming, fishing 
and other eligible profits that do not qualify for the small 
business rate). This bulletin applies only to tax on paid-up 
capital. 
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